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PARTI 


Item 1. BUSINESS 
Company Overview 


The Hershey Company was incorporated under the laws of the State of Delaware on October 24, 1927 as a 
successor to a business founded in 1894 by Milton S. Hershey. In this report, the terms “Company,” “we,” “us,” 
or “our” mean The Hershey Company and its wholly-owned subsidiaries and entities in which it has a controlling 


financial interest, unless the context indicates otherwise. 


We are the largest producer of quality chocolate in North America and a global leader in chocolate and 
sugar confectionery. Our principal product groups include chocolate and confectionery products; food and 
beverage enhancers, such as baking ingredients, toppings and beverages; and gum and mint refreshment 
products. 


Reportable Segment 


We operate as a single reportable segment in manufacturing, marketing, selling and distributing various 
package types of chocolate and confectionery products, food and beverage enhancers and gum and mint 
refreshment products under more than 80 brand names. Our five operating segments comprise geographic regions 
including the United States, Canada, Mexico, Brazil and other international locations, such as India, the 
Philippines, Korea, Japan, and China. We market confectionery products in approximately 50 countries 
worldwide. 


For segment reporting purposes, we aggregate our operations in the Americas, which comprise the United 
States, Canada, Mexico and Brazil. We base this aggregation on similar economic characteristics, and similar 
products and services, production processes, types or classes of customers, distribution methods, and the similar 
nature of the regulatory environment in each location. We aggregate our other international operations with the 
Americas to form one reportable segment. When combined, our other international operations share most of the 
aggregation criteria and represent less than 10% of consolidated revenues, operating profits and assets. 


Selling and Marketing Organization 


Our selling and marketing organization is comprised of Hershey North America, Hershey International and 
the Global Marketing Group. This organization is designed to: 


e Leverage our marketing and sales leadership in the United States and Canada; 
¢ Focus on key strategic growth areas in global markets; and 


¢ Build capabilities that capitalize on unique consumer and customer trends. 


Hershey North America 


Hershey North America has responsibility for continuing to build our chocolate and confectionery market 
position, while capitalizing on our scale in the U.S. and Canada. This organization leverages our ability to 
capitalize on the unique consumer and customer trends within each country. This includes developing and 
growing our business in our chocolate, sugar confectionery, refreshment, food and beverage enhancers, and 
food service product lines. 


Hershey International 


Hershey International markets confectionery products and food and beverage enhancers worldwide and has 
responsibility for pursuing profitable growth opportunities in key markets, primarily in Latin America and 


Asia. This organization is responsible for international subsidiaries that manufacture, import, market, sell or 
distribute chocolate, confectionery and beverage products in Mexico, Brazil and India. Hershey 
International manufactures confectionery products for the markets in Asia, particularly in China, under a 
manufacturing agreement with Lotte Confectionery Co., Ltd. 


A component of Hershey International, International Marketing and Innovation, manages our Hershey’s 
Shanghai retail attraction in Shanghai, China. 


Global Marketing Group 


Our Global Marketing Group has responsibility for building global brands, developing transformational 
growth platforms, brand positioning, and portfolio and pricing strategy. This organization also develops 
market-specific insights, strategies and platform innovation for Hershey North America and Hershey 
International. 


A component of the Global Marketing Group, The Hershey Experience, manages our internet and catalog 
sales and our retail operations within the United States that include Hershey’s Chocolate World in Hershey, 
Pennsylvania, Hershey’s Times Square in New York, New York and Hershey’s Chicago in Chicago, 
Illinois. 


Products 
United States 


The primary chocolate and confectionery products we sell in the United States include the following: 


Under the HERSHEY’S brand franchise: 


HERSHEY’S milk chocolate bar HERSHEY’S BLISS chocolates 

HERSHEY’S milk chocolate bar with almonds HERSHEY’S COOKIES ‘N’ CREME candy bar 
HERSHEY’S Extra Dark chocolates HERSHEY’S POT OF GOLD boxed chocolates 
HERSHEY’S MINIATURES chocolate candy HERSHEY’S SUGAR FREE chocolate candy 
HERSHEY’S NUGGETS chocolates HERSHEY’S HUGS candies 


HERSHEY’S STICKS chocolates 


Under the REESE’S brand franchise: 


REESE’S peanut butter cups REESE’S SUGAR FREE peanut butter cups 
REESE’S PIECES candy REESE’S crispy crunchy bar 

REESE’S BIG CUP peanut butter cups REESE’S WHIPPS nougat bar 

REESE’S NUTRAGEOUS candy bar REESESTICKS water bars 

REESE’S Clusters candy FAST BREAK candy bar 

Under the KISSES brand franchise: 

HERSHEY’S KISSES brand milk chocolates HERSHEY’S KISSES brand milk chocolates 
HERSHEY’S KISSES brand milk chocolates filled with caramel 

with almonds HERSHEY’S KISSABLES brand candies 


HERSHEY’S KISSES brand milk chocolates with 
cherry cordial créme 


Our other chocolate and confectionery products in the United States include the following: 


5 AVENUE candy bar MILK DUDS candy TAKES candy bar 
ALMOND JOY candy bar MOUNDS candy bar TWIZZLERS candy 
CADBURY chocolates MR. GOODBAR candy bar WHATCHAMACALLIT 
CARAMELLO candy bar PAYDAY peanut caramel bar candy bar 
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GOOD & PLENTY candy ROLO caramels in milk WHOPPERS malted milk 


HEATH toffee bar chocolate balls 
JOLLY RANCHER candy SKOR toffee bar YORK peppermint pattie 
JOLLY RANCHER sugar free SPECIAL DARK chocolate YORK sugar free 
hard candy bar peppermint pattie 
KIT KAT wafer bar SYMPHONY milk chocolate ZAGNUT candy bar 
bar ZERO candy bar 


SYMPHONY milk chocolate 
bar with almonds and toffee 


We also sell products in the United States under the following product lines: 


Premium products 


Our line of premium chocolate and confectionery offerings includes CACAO RESERVE BY HERSHEY’S 
chocolate bars and drinking cocoa mixes, and chocolate products under the STARBUCKS® brand. Artisan 
Confections Company, a wholly-owned subsidiary of The Hershey Company, markets SCHARFFEN 
BERGER high-cacao dark chocolate products, JOSEPH SCHMIDT handcrafted chocolate gifts and 
DAGOBA natural and organic chocolate products. 


Snack products 


Our snack products include HERSHEY’S SNACKSTERS snack mix; HERSHEY’S, ALMOND JOY, 
REESE’S, and YORK cookies; HERSHEY’S and REESE’S granola bars; and MAUNA LOA macadamia snack 
nuts and cookies in several varieties. 


Refreshment products 


Our line of refreshment products includes ICE BREAKERS mints and chewing gum, BREATH SAVERS 
mints, BUBBLE YUM bubble gum and YORK mints. 


Food and beverage enhancers 


Food and beverage enhancers include HERSHEY’S BAKE SHOPPE, HERSHEY’S, REESE’S, HEATH, and 
SCHARFFEN BERGER baking products. Our toppings and sundae syrups include HEATH and 
HERSHEY’S. We sell hot cocoa mix under the HERSHEY’S, HERSHEY’S GOODNIGHT HUGS and 
HERSHEY’S GOODNIGHT KISSES brand names. 


Canada 


Principal products we sell in Canada are HERSHEY’S milk chocolate bars and milk chocolate bars with 
almonds; OH HENRY! candy bars; REESE PEANUT BUTTER CUPS candy; HERSHEY’S KISSES candy 
bars; KISSABLES brand candies; TWIZZLERS candy; GLOSETTE chocolate-covered raisins, peanuts and 
almonds; JOLLY RANCHER candy; WHOPPERS malted milk balls; SKOR toffee bars; EAT MORE candy 
bars; POT OF GOLD boxed chocolates; and CHIPITS chocolate chips. 


Mexico 


We manufacture, import, market, sell and distribute chocolate and confectionery products in Mexico, 
including HERSHEY’S, KISSES, JOLLY RANCHER, and PELON PELO RICO chocolate, confectionery and 
beverage items. 


Brazil 


We manufacture, import and market chocolate and confectionery products in Brazil, including HERSHEY’S 
chocolate and confectionery items and JO-JO items. 


India 


We manufacture, market, sell and distribute confectionery, beverage and cooking oil products in India, 
including NUTRINE and GODREJ confectionery and beverage products. 


Customers 


Full-time sales representatives and food brokers sell our products to our customers. Our customers are 
mainly wholesale distributors, chain grocery stores, mass merchandisers, chain drug stores, vending companies, 
wholesale clubs, convenience stores, dollar stores, concessionaires, department stores and natural food stores. 
Our customers then resell our products to end-consumers in over 2 million retail outlets in North America and 
other locations worldwide. In 2008, sales to McLane Company, Inc., one of the largest wholesale distributors in 
the United States to convenience stores, drug stores, wholesale clubs and mass merchandisers, amounted to 
approximately 26% of our total net sales. McLane Company, Inc. is the primary distributor of our products to 
Wal-Mart Stores, Inc. 


Marketing Strategy and Seasonality 


The foundation of our marketing strategy is our strong brand equities, product innovation, the consistently 
superior quality of our products, our manufacturing expertise and mass distribution capabilities. We also devote 
considerable resources to the identification, development, testing, manufacturing and marketing of new products. 
We have a variety of promotional programs for our customers as well as advertising and promotional programs 
for consumers of our products. We use our promotional programs to stimulate sales of certain products at various 
times throughout the year. Our sales are typically higher during the third and fourth quarters of the year, 
representing seasonal and holiday-related sales patterns. 


Product Distribution 


In conjunction with our sales and marketing efforts, our efficient product distribution network helps us 
maintain sales growth and provide superior customer service. We plan optimum stock levels and work with our 
customers to set reasonable delivery times. Our distribution network provides for the efficient shipment of our 
products from our manufacturing plants to distribution centers strategically located throughout the United States, 
Canada and Mexico. We primarily use common carriers to deliver our products from these distribution points to 
our customers. 


Price Changes 


We change prices and weights of our products when necessary to accommodate changes in manufacturing 
costs, the competitive environment and profit objectives, while at the same time maintaining consumer value. 
Price increases and weight changes help to offset increases in our input costs, including raw and packaging 
materials, fuel, utilities, transportation, and employee benefits. 


In August 2008, we announced an increase in wholesale prices across the United States, Puerto Rico and 
export chocolate and sugar confectionery lines. This price increase was effective immediately, and represented a 
weighted average 11 percent increase on our instant consumable, multi-pack and packaged candy lines. These 
changes approximated a 10 percent increase over the entire domestic product line. 
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In January 2008, we announced an increase in the wholesale prices of our domestic confectionery line, 
effective immediately. This price increase applied to our standard bar, king-size bar, 6-pack and vending lines 
and represented a weighted average increase of approximately thirteen percent on these items. These price 
changes approximated a three percent increase over our entire domestic product line. 


In April 2007, we announced an increase of approximately four percent to five percent in the wholesale 
prices of our domestic confectionery line, effective immediately. The price increase applied to our standard bar, 
king-size bar, 6-pack and vending lines. These products represent approximately one-third of our U.S. 
confectionery portfolio. 


We announced a combination of price increases and weight changes on certain JOLLY RANCHER and 
TWIZZLERS candy and chocolate packaged candy items in November 2005. These changes went into effect in 
December 2005 and early 2006 and represented a weighted-average price increase of approximately one percent 
over the entire domestic product line when fully effective in the second quarter of 2006. 


Usually there is a time lag between the effective date of list price increases and the impact of the price 
increases on net sales. The impact of price increases is often delayed because the Company honors previous 
commitments to planned consumer and customer promotions and merchandising events subsequent to the 
effective date of the price increases. In addition, promotional allowances may be increased subsequent to the 
effective date, delaying or partially offsetting the impact of price increases on net sales. 


Raw Materials 


Cocoa products are the most significant raw materials we use to produce our chocolate products. Cocoa 
products, including cocoa liquor, cocoa butter and cocoa powder processed from cocoa beans, are used to meet 
manufacturing requirements. Cocoa products are purchased directly from third party suppliers. These third party 
suppliers source cocoa beans which are grown principally in Far Eastern, West African and South American 
equatorial regions. West Africa accounts for approximately 70 percent of the world’s supply of cocoa beans. 


Historically, there have been instances of weather catastrophes, crop disease, civil disruptions, embargoes 
and other problems in cocoa-producing countries that have caused price fluctuations, but have never resulted in 
total loss of a particular producing country’s cocoa crop and/or exports. In the event that such a disruption would 
occur in any given country, we believe cocoa from other producing countries and from current physical cocoa 
stocks in consuming countries would provide a significant supply buffer. 


During 2008, cocoa futures contract prices increased sharply compared with 2007 and 2006, and traded in a 
range between $.86 and $1.50 per pound, based on the IntercontinentalExchange futures contract. Cocoa futures 
prices during 2008 were very volatile and traded at prices which were near 30-year highs by mid-year, primarily 
reflecting speculative commodity fund trading activity. During the fourth quarter of 2008, prices declined 
somewhat from the mid-year highs as a result of an anticipated decrease in demand associated with deteriorating 
economic conditions in addition to strengthening of the U.S. dollar in relation to other relevant foreign 
currencies. The annual average cocoa futures contract price increased 38% in 2008 compared with 2007. The 
table below shows annual average cocoa prices, and the highest and lowest monthly averages for each of the 
calendar years indicated. The prices are the monthly averages of the quotations at noon of the three active futures 
trading contracts closest to maturity on the IntercontinentalExchange. 


Cocoa Futures Contract Prices 


(dollars per pound) 
2008 2007. 2006 §=2005 ~=— 2004 
Amiiibal A Vera ge: 25 ices sisi6 ai tcanecacinabvensyacd Sine adlandienstabdnadelstaral dguanaeeailg/aie oepuihe 4 $1.19 $86 $.70 $68 $.69 
Aish) 29.09 :iacndad0e bet eatwenteideied dad beds bee heat ede tages 1.50 = .95 75 719 77 
MW seks apce iersisa as eect cp Screen ty ates eee ease tees, Berd an cleat tes aaa Sete eas a emstacehn aia 86 = .75 67 64 62 


Source: International Cocoa Organization Quarterly Bulletin of Cocoa Statistics 
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Our costs will not necessarily reflect market price fluctuations because of our forward purchasing and 
hedging practices, premiums and discounts reflective of varying delivery times, and supply and demand for our 
specific varieties and grades of cocoa liquor, cocoa butter and cocoa powder. As a result, the average futures 
contract prices are not necessarily indicative of our average costs. 


The Food, Conservation and Energy Act of 2008, which is a five-year farm bill, impacts the prices of sugar, 
corn, peanuts and dairy products because it sets price support levels for these commodities. 


During 2008, dairy prices came down from unprecedented highs set in 2007, starting the year at nearly $.20 
per pound and dropping to $.15 per pound on a class II fluid milk basis. Prices have weakened in response to 
strong production of milk and dairy products, and slowing demand worldwide. 


The price of sugar is subject to price supports under U.S. farm legislation. This legislation establishes 
import quotas and duties to support the price of sugar. As a result, sugar prices paid by users in the U.S. are 
currently substantially higher than prices on the world sugar market. In 2008, sugar supplies in the U.S. were 
negatively impacted by a catastrophic explosion at a sugar cane refinery in Georgia and by a smaller sugar beet 
crop. As a result, refined sugar prices increased from $.29 to $.45 per pound. Our costs for sugar will not 
necessarily reflect market price fluctuations primarily because of our forward purchasing and hedging practices. 


Peanut prices in the U.S. began the year around $.63 per pound, but gradually increased during the year to 
$.76 per pound due to supply tightness driven by a below average crop during the previous year. Almond prices 
began the year at $2.25 per pound and declined to $1.90 per pound during the year driven by supply increases 
reflecting a record crop which produced 9% more volume than the prior year. 


We attempt to minimize the effect of future price fluctuations related to the purchase of major raw materials 
and certain energy requirements primarily through forward purchasing to cover our future requirements, 
generally for periods from 3 to 24 months. We enter into futures contracts to manage price risks for cocoa 
products, sugar, corn sweeteners, natural gas, fuel oil and certain dairy products. However, the dairy markets are 
not as developed as many of the other commodities markets and, therefore, it is not possible to hedge our costs 
for dairy products by taking forward positions to extend coverage for longer periods of time. Currently, active 
futures contracts are not available for use in pricing our other major raw material requirements. For more 
information on price risks associated with our major raw material requirements, see Commodities—Price Risk 
Management and Futures Contracts on page 38. 


Product Sourcing 


We are the primary manufacturer of the products we sell. In addition, we contract with third party suppliers 
to source certain ingredients and finished goods. We enter into manufacturing contracts with third parties to 
improve our strategic competitive position and ensure the most cost effective sourcing of our products. 


Competition 


Many of our brands enjoy wide consumer acceptance and are among the leading brands sold in the 
marketplace. We sell our brands in a highly competitive market with many other multinational, national, regional 
and local firms. Some of our competitors are much larger firms that have greater resources and more substantial 
international operations. 


Trademarks, Service Marks and License Agreements 


We own various registered and unregistered trademarks and service marks, and have rights under licenses to 
use various trademarks that are of material importance to our business. 


We have license agreements with several companies to manufacture and/or sell certain products. Our rights 
under these agreements are extendible on a long-term basis at our option. Our most significant licensing 
agreements are as follows: 


Company Type Brand Location Requirements 
YORK 
cae and/or “ALMOND JO¥ seeds None 
oe ae PETER PAUL 
Cadbury Ireland Limited sell and distribute MOUNDS 
confectionery 
products CADBURY Minimum sales 
United States requirement 
CEE? exceeded in 2008 
License to 
fact d ini i 
Société des Pr Henan KIT KAT Sante 
Produits Nestlé SA distribute ROLO United States volume sales 
confectionery exceeded in 2008 
products 


GOOD & PLENTY 
Certain trademark HEATH 
licenses for JOLLY RANCHER 


Huhtamaki Oy affiliate Gonrectioneny MILK DUDS Worldwide None 
products PAYDAY 
WHOPPERS 


Various dairies throughout the United States produce and sell HERSHEY’S chocolate and strawberry 
flavored milks under license. We also grant trademark licenses to third parties to produce and sell baking and 
various other products primarily under the HERSHEY’S and REESE’S brand names. 


Backlog of Orders 


We manufacture primarily for stock and fill customer orders from finished goods inventories. While at any 
given time there may be some backlog of orders, this backlog is not material in respect to our total annual sales, 
nor are the changes from time to time significant. 


Research and Development 


We engage in a variety of research and development activities. We develop new products, improve the 
quality of existing products, improve and modernize production processes, and develop and implement new 
technologies to enhance the quality and value of both current and proposed product lines. Information concerning 
our research and development expense is contained in Note | of the Notes to the Consolidated Financial 
Statements (Item 8. Financial Statements and Supplementary Data). 


7 


Food Quality and Safety Regulation 


The manufacture and sale of consumer food products is highly regulated. In the United States, our activities 
are subject to regulation by various government agencies, including the Food and Drug Administration, the 
Department of Agriculture, the Federal Trade Commission, the Department of Commerce and the Environmental 
Protection Agency, as well as various state and local agencies. Similar agencies also regulate our businesses 
outside of the United States. 


Our Product Excellence Program provides us with an effective product quality and safety program. This 
program assures that all products purchased, manufactured and distributed by our Company are safe, of high 
quality and comply with all applicable laws and regulations. 


Through our Product Excellence Program, we evaluate the supply chain including ingredients, packaging, 
processes, products, distribution and the environment to determine where product quality and safety controls are 
necessary. We identify risks and establish controls to assure product quality and safety. Various government 
agencies, third party firms and our quality assurance staff conduct audits of all facilities that manufacture our 
products to assure effectiveness and compliance with our program and all applicable laws and regulations. 


Environmental Considerations 


We made routine operating and capital expenditures during 2008 to comply with environmental laws and 
regulations. These expenditures were not material with respect to our results of operations, capital expenditures, 
earnings or competitive position. 


Employees 


As of December 31, 2008, we employed approximately 12,800 full-time and 1,600 part-time employees 
worldwide. Collective bargaining agreements covered approximately 5,400 employees for which agreements 
covering approximately 47% of these employees, primarily outside of the United States, will expire during 2009. 
We believe that our employee relations are good. 


Financial Information by Geographic Area 


Our principal operations and markets are located in the United States. The percentage of total consolidated 
net sales for our businesses outside of the United States was 14.4% for 2008, 13.8% for 2007 and 10.9% for 
2006. The percentage of total consolidated assets outside of the United States as of December 31, 2008 was 
16.0% and as of December 31, 2007 was 16.2%. Operating profit margins vary among individual products and 
product groups. 


Corporate Social Responsibility 


Our founder, Milton S. Hershey, established an enduring model of responsible citizenship while creating a 
successful business. Making a difference in our communities, driving sustainable business practices and 
operating with the highest integrity are vital parts of our heritage and shapes our future. 


Milton Hershey School, established by Milton and Catherine Hershey, lies at the center of our unique 
heritage. Mr. Hershey donated and bequeathed almost his entire fortune to the Milton Hershey School, which 
remains our primary beneficiary and provides a world-class education and nurturing home to nearly 2,000 
children in need annually. 


In addition, we have developed a Corporate Social Responsibility (“CSR”) program, with a focus on current 
and past employee involvement, to advance this legacy. Key elements of this program include: 
¢ Integrity in Business 


e Investing in our Communities 


¢ Commitment to Youth 
e Environmental Stewardship 
¢ CSR through our Supply Chain 


¢ Supporting our Employees 


Building on this foundation, we play an active role in improving the communities where we work, live and 
do business around the world through our efforts in community relations, supply chain sustainability and 
environmental stewardship. 


Our employees and retirees share their time and resources generously in their communities. Both directly 
and through the United Way, we contribute to hundreds of agencies that deliver much needed services and 
resources. Our focus on “Kids and Kids at Risk” is supported through the Children’s Miracle Network, Family 
Health International and a children’s burn center in Guadalajara, Mexico, to name a few of the organizations we 
support. 


We’re a leader in working to improve the lives of cocoa farming families through our active engagement 
and financial support for the World Cocoa Foundation, the International Cocoa Initiative, Farmer Field Schools, 
the Sustainable Tree Crops program and other key initiatives. 


We practice environmental stewardship by reducing our natural resource use, waste and greenhouse gas 
emissions, improving the environmental sustainability of our packaging and supporting environmentally sound 
cocoa farming and environmental organizations. 


Through our business, we educate and engage employees and customers about these efforts to maximize 
their returns for society as well as financial stakeholders. 


More information is provided under Making a Difference on our website, www.hersheys.com. 


Available Information 


We are subject to the reporting requirements of the Securities Exchange Act of 1934, as amended. We file 
or furnish annual, quarterly and current reports, proxy statements and other information with the United States 
Securities and Exchange Commission (“SEC”). You may obtain a copy of any of these reports, free of charge, 
from the Investor Relations section of our website, www.hersheys.com shortly after we file or furnish the 
information to the SEC. 


You may obtain a copy of any of these reports directly from the SEC. Contact the SEC via e-mail at 
PublicInfo @ sec. gov, via fax at 202-772-9295 or by submitting a written request to U.S. Securities and Exchange 
Commission, Office of Investor Education and Advocacy, 100 F Street N.E., Washington, D.C. 20549-0213. 
These documents are also available electronically from the SEC internet website at www.sec.gov. You can obtain 
additional information on how to request public documents from the SEC on their website. The phone number 
for information about the operation of the SEC Office of Investor Education and Advocacy is 202-551-8090. 


Our Company has a Code of Ethical Business Conduct that applies to our Board of Directors, all company 
officers and employees, including, without limitation, our Chief Executive Officer and “senior financial officers” 
(including the Chief Financial Officer, Chief Accounting Officer and persons performing similar functions). You 
can obtain a copy of our Code of Ethical Business Conduct from the Investor Relations section of our website, 
www.hersheys.com. If we change or waive any portion of the Code of Ethical Business Conduct that applies to 
any of our directors, executive officers or senior financial officers, we will post that information on our website 
within four business days. In the case of a waiver, such information will include the name of the person to whom 
the waiver applied, along with the date and type of waiver. 
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We also post our Corporate Governance Guidelines and Charters for each of the Board’s standing 
committees in the Investor Relations section of our website, www.hersheys.com. The Board of Directors adopted 
each of these guidelines and charters. If you are a beneficial owner of Common Stock or Class B Common Stock 
(“Class B Stock”), we will provide you with a free copy of the Code of Ethical Business Conduct, the Corporate 
Governance Guidelines or the Charter of any standing committee of the Board of Directors, upon request. We 
will also give any stockholder a copy of one or more of the Exhibits listed in Part IV of this report, upon request. 
We charge a small copying fee for these exhibits to cover our costs. To request a copy of any of these documents, 
you can contact us at—The Hershey Company, Attn: Investor Relations Department, 100 Crystal A Drive, 
Hershey, Pennsylvania 17033-0810. 


Item 1A. RISK FACTORS 


We are subject to changing economic, competitive, regulatory and technological risks and uncertainties 
because of the nature of our operations. In connection with the “safe harbor’ provisions of the Private Securities 
Litigation Reform Act of 1995, we note the following factors that, among others, could cause future results to 
differ materially from the forward-looking statements, expectations and assumptions expressed or implied in this 
report. Many of the forward-looking statements contained in this document may be identified by the use of words 
such as “intend,” “believe,” “expect,” “anticipate,” “should,” “planned,” “projected,” “estimated” and 
“potential,” among others. Among the factors that could cause our actual results to differ materially from the 
results projected in our forward-looking statements are the risk factors described below. 
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Issues or concerns related to the quality and safety of our products, ingredients or packaging could cause a 
product recall and/or result in harm to the Company’s reputation, negatively impacting our operating results. 


In order to sell our iconic, branded products, we need to maintain a good reputation with our customers and 
consumers. Issues related to quality and safety of our products, ingredients or packaging, could jeopardize our 
Company’s image and reputation. Negative publicity related to these types of concerns, or related to product 
contamination or product tampering, whether valid or not, might negatively impact demand for our products, or 
cause production and delivery disruptions. We may need to recall products if any of our products become unfit 
for consumption. In addition, we could potentially be subject to litigation or government actions, which could 
result in payments of fines or damages. Costs associated with these potential actions could negatively affect our 
operating results. 


Increases in raw material and energy costs could affect future financial results. 

We use many different commodities for our business, including cocoa products, sugar, dairy products, 
peanuts, almonds, corn sweeteners, natural gas and fuel oil. 

Commodities are subject to price volatility and changes in supply caused by numerous factors, including: 

¢ Commodity market fluctuations; 

e Currency exchange rates; 

e Imbalances between supply and demand; 

¢ The effect of weather on crop yield; 

e Speculative influences; 

e« Trade agreements among producing and consuming nations; 

e Political unrest in producing countries; and 

e Changes in governmental agricultural programs and energy policies. 


Although we use forward contracts and commodity futures and options contracts, where possible, to hedge 
commodity prices, commodity price increases ultimately result in corresponding increases in our raw material 
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and energy costs. If we are unable to offset cost increases for major raw materials and energy, there could be a 
negative impact on our results of operations and financial condition. 


Price increases may not be sufficient to offset cost increases and maintain profitability. 


We may be able to pass some or all raw material, energy and other input cost increases to customers by 
increasing the selling prices of our products or decreasing the size of our products; however, higher product 
prices or decreased product sizes may also result in a reduction in sales volume. If we are not able to increase our 
selling prices or reduce product sizes sufficiently to offset increased raw material, energy or other input costs, 
including packaging, direct labor, overhead and employee benefits, or if our sales volume decreases significantly, 
there could be a negative impact on our results of operations and financial condition. 


During 2008 we announced substantial increases in wholesale prices across our chocolate and sugar 
confectionery product lines to partially offset significant increases in our input costs. Since we are honoring 
previously committed promotions and merchandising events, price increases will not be fully effective until the 
second half of 2009. If our sales volume decreases significantly or if we need to substantially increase 
promotional spending as a result of these price increases, there could be a negative impact on our revenue, 
profitability and cash flows. 


Market demand for new and existing products could decline. 


We operate in highly competitive markets and rely on continued demand for our products. To generate 
revenues and profits, we must sell products that appeal to our customers and to consumers. Continued success is 
dependent on product innovation, including maintaining a strong pipeline of new products, effective retail 
execution, appropriate advertising campaigns and marketing programs, and the ability to secure adequate shelf 
space at retail locations. In addition, success depends on our response to consumer trends, consumer health 
concerns, including obesity and the consumption of certain ingredients, and changes in product category 
consumption and consumer demographics. 


Our largest customer, McLane Company, Inc., accounted for approximately 26% of our total net sales in 
2008 reflecting the continuing consolidation of our customer base. In this environment, there continue to be 
competitive product and pricing pressures, as well as challenges in maintaining profit margins. We must maintain 
mutually beneficial relationships with our key customers, including retailers and distributors, to compete 
effectively. McLane Company, Inc. is one of the largest wholesale distributors in the United States to 
convenience stores, drug stores, wholesale clubs and mass merchandisers, including Wal-Mart Stores, Inc. 


Increased marketplace competition could hurt our business. 


The global confectionery packaged goods industry is intensely competitive, as is the broader snack market. 
Some of our competitors are much larger firms that have greater resources and more substantial international 
operations. In order to protect our existing market share or capture increased market share in this highly 
competitive retail environment, we may be required to increase expenditures for promotions and advertising, and 
continue to introduce and establish new products. Due to inherent risks in the marketplace associated with 
advertising and new product introductions, including uncertainties about trade and consumer acceptance, 
increased expenditures may not prove successful in maintaining or enhancing our market share and could result 
in lower sales and profits. In addition, we may incur increased credit and other business risks because we operate 
in a highly competitive retail environment. 


Changes in governmental laws and regulations could increase our costs and liabilities or impact demand for 
our products. 


Changes in laws and regulations and the manner in which they are interpreted or applied may alter our 
business environment. This could affect our results of operations or increase our liabilities. These negative 
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impacts could result from changes in food and drug laws, laws related to advertising and marketing practices, 
accounting standards, taxation requirements, competition laws, employment laws and environmental laws, 
among others. It is possible that we could become subject to additional liabilities in the future resulting from 
changes in laws and regulations that could result in an adverse effect on our results of operations and financial 
condition. 


Political, economic, and/or financial market conditions in the United States and abroad could negatively 
impact our financial results. 


Our operations are impacted by consumer spending levels and impulse purchases which are affected by 
general macroeconomic conditions, consumer confidence, employment levels, availability of consumer credit 
and interest rates on that credit, consumer debt levels, energy costs and other factors. Continued volatility in food 
and energy costs, a sustained global recession, rising unemployment, and continued declines in personal spending 
could adversely impact the Company’s revenues, profitability and financial condition. 


Domestic and international financial institutions have reported significant losses as a result of asset write- 
offs. In addition, short and long-term debt investors have become increasingly cautious in providing financing to 
companies. As a result of these two events, our Company, our customers and our suppliers could face difficulty 
in securing debt financing. While governments around the world are enacting measures to support financial 
institutions and the credit markets, there are no guarantees that these efforts will ultimately succeed. If they do 
not, increased volatility and disruption in the global capital and credit markets could continue. This could result 
in reduced liquidity for our Company, our customers and our suppliers. If current credit market conditions 
continue, the Company could experience an increase in bad debt expense or liquidity may be reduced and short- 
term financing costs could increase. These conditions could impair our ability to access credit markets on 
commercially acceptable terms, resulting in higher interest expense, or reduced cash flows. 


International operations could fluctuate unexpectedly and adversely impact our business. 


In 2008, we derived approximately 14.4% of our net sales from customers located outside the United States. 
Some of our assets are also located outside of the United States. As part of our global growth strategy, we are 
increasing our investments outside of the United States, particularly in India and China. As a result, we are 
subject to numerous risks and uncertainties relating to international sales and operations, including: 


e Unforeseen global economic and environmental changes resulting in business interruption, supply 
constraints, inflation, deflation or decreased demand; 


e Difficulties and costs associated with complying with, and enforcing remedies under a wide variety of 
complex laws, treaties and regulations; 


e Different regulatory structures and unexpected changes in regulatory environments; 
¢ Political and economic instability, including the possibility of civil unrest; 
e Nationalization of our properties by foreign governments; 


e Tax rates that may exceed those in the United States and earnings that may be subject to withholding 
requirements and incremental taxes upon repatriation; 


¢ Potentially negative consequences from changes in tax laws; 


¢ The imposition of tariffs, quotas, trade barriers, other trade protection measures and import or export 
licensing requirements; 


e Increased costs, disruptions in shipping or reduced availability of freight transportation; 
e The impact of currency exchange rate fluctuations between the U.S. dollar and foreign currencies; and 


¢ Failure to gain sufficient profitable scale in certain international markets resulting in losses from 
impairment or sale of assets. 
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Future developments related to the investigation by government regulators of alleged pricing practices by 
members of the confectionery industry could impact our reputation, the regulatory environment under which 
we operate, and our operating results. 


Government regulators are investigating alleged pricing practices by members of the confectionery industry 
in certain jurisdictions. We are cooperating fully with all relevant authorities. These allegations could have a 
negative impact on our Company’s reputation. We also may be required to incur defense costs in litigation or 
government action and/or be subject to fines or damages. In addition, our costs could increase if we became 
subject to new or additional government-mandated regulatory controls. These possible actions could negatively 
impact our future operating results. 


Pension costs or funding requirements could increase at a higher than anticipated rate. 


Changes in interest rates or in the market value of plan assets could affect the funded status of our pension 
plans. This could cause volatility in our benefits costs and increase future funding requirements of our pension 
plans. Additionally, we could incur pension settlement losses if a significant number of employees who have 
retired or have left the company decide to withdraw substantial lump sums from their pension accounts. Pension 
settlement losses of approximately $15.3 million and $11.8 million were incurred during 2008 and 2007, 
respectively, and we anticipate additional settlement costs in 2009. As of December 31, 2008, our pension 
benefits obligations exceeded the fair value of our pension plan assets by $40.8 million. A significant increase in 
pension expense or in future funding requirements could have a negative impact on our results of operations, 
financial condition and cash flows. For more information, refer to page 42. 


Annual savings from initiatives to transform our supply chain and advance our value-enhancing strategy may 
be less than we expect. 


In February 2007, we announced a comprehensive global supply chain transformation program which 
includes a phased three-year plan to enhance our manufacturing, sourcing and customer service capabilities. We 
expect ongoing annual savings from this program and previous initiatives to generate significant savings to invest 
in our growth initiatives and to advance our value-enhancing strategy. If ongoing annual savings do not meet our 
expectations, we may not obtain the anticipated future benefits. 


Implementation of our global supply chain transformation program may not occur within the anticipated 
timeframe and/or may exceed our cost estimates. 


Completion of the global supply chain transformation program is subject to multiple operating and 
executional risks, including coordination of manufacturing changes, production line startups, cross-border legal, 
regulatory and political issues, and foreign currency exchange risks, among others. If we are not able to complete 
the program initiatives within the anticipated timeframe and within our cost estimates, our results of operations 
and financial condition could be negatively impacted. We estimate that the global supply chain transformation 
program will incur pre-tax charges and non-recurring project implementation costs at the upper end of a $575 
million to $600 million range over the three-year implementation period, excluding possible increases in pension 
settlement charges as discussed on pages 49 and 50. 


Item 1B. UNRESOLVED STAFF COMMENTS 


None. 
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Item 2. PROPERTIES 


Our principal properties include the following: 


Country 


United States 


Canada 


Mexico 


2009. 


Location 
Hershey, Pennsylvania 
(3 principal plants) 
Lancaster, Pennsylvania 


Robinson, Illinois 


Stuarts Draft, Virginia 


Edwardsville, Illinois 
Palmyra, Pennsylvania 
Redlands, California 
Smiths Falls, Ontario 


Mississauga, Ontario 


Monterrey, Mexico 


Type 
Manufacturing—confectionery products and food and 
beverage enhancers 
Manufacturing—confectionery products 


Manufacturing—confectionery and snack products, and food 
and beverage enhancers 


Manufacturing—confectionery products and food and 
beverage enhancers 


Distribution 
Distribution 
Distribution 


Manufacturing—confectionery products and food and 
beverage enhancers 


Distribution 


Manufacturing—confectionery products 


Status 
(Own/ 
Lease) 


Own 


Own 
Own 


Own 


Own 
Own 
Lease* 


Own** 


Lease 


Own 


We sold the Redlands, California facility in March 2008 as part of our global supply chain transformation 
program and entered into a leasing arrangement for a period of fifteen months, terminating on June 30, 


** The Smiths Falls, Ontario manufacturing facility ceased production in December 2008 and is being held for 


sale. 


In addition to the locations indicated above, we are constructing a distribution facility in Ogden, Utah which 
will begin operations in 2009. We also own or lease several other properties and buildings worldwide which we 
use for manufacturing and for sales, distribution and administrative functions. Our facilities are well maintained. 
These facilities generally have adequate capacity and can accommodate seasonal demands, changing product 
mixes and certain additional growth. The largest facilities are located in Hershey and Lancaster, Pennsylvania 
and in Stuarts Draft, Virginia. Many additions and improvements have been made to these facilities over the 
years and they include equipment of the latest type and technology. 
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Item 3. LEGAL PROCEEDINGS 


In connection with its pricing practices, the Company is the subject of an antitrust investigation by the 
Canadian Competition Bureau. In addition, the U.S. Department of Justice notified the Company that it opened 
an inquiry but has not requested any information or documents. The European Commission had requested 
information and informed the Company that it had closed its file. The Company is also party to approximately 92 
related civil antitrust suits in the United States and nine in Canada. Certain of these claims contain class action 
allegations, instituted on behalf of direct purchasers of our products as well as indirect purchasers that purchase 
our products for use or for resale. These suits allege conspiracies in restraint of trade in connection with the 
pricing practices of the Company. Several other chocolate confectionery companies are the subject of 
investigations and/or inquiries by the government entities referenced above and have also been named as 
defendants in the same litigation. One Canadian wholesaler is also a subject of the Canadian investigation and is 
a defendant in certain of the lawsuits. While it is not feasible to predict the final outcome of these proceedings, in 
our opinion they should not have a material adverse effect on the financial position, liquidity or results of 
operations of the Company. The Company is cooperating with the government investigations and inquiries and 
intends to defend the lawsuits vigorously. 


We have no other material pending legal proceedings, other than ordinary routine litigation incidental to our 
business. 


Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 
Not applicable. 
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PART II 


Item 5. MARKET FOR THE REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER 
MATTERS AND ISSUER PURCHASES OF EQUITY SECURITIES 


We paid $262.9 million in cash dividends on our Common Stock and Class B Stock in 2008 and $252.3 
million in 2007. The annual dividend rate on our Common Stock in 2008 was $1.19 per share. 


On February 17, 2009, our Board of Directors declared a quarterly dividend of $.2975 per share of Common 
Stock payable on March 13, 2009, to stockholders of record as of February 25, 2009. It is the Company’s 317th 
consecutive Common Stock dividend. A quarterly dividend of $.2678 per share of Class B Stock also was 
declared. 


Our Common Stock is listed and traded principally on the New York Stock Exchange (“NYSE”) under the 
ticker symbol “HSY.” Approximately 458.6 million shares of our Common Stock were traded during 2008. The 
Class B Stock is not publicly traded. 


The closing price of our Common Stock on December 31, 2008 was $34.74. There were 40,549 
stockholders of record of our Common Stock and our Class B Stock as of December 31, 2008. 


The following table shows the dividends paid per share of Common Stock and Class B Stock and the price 
range of the Common Stock for each quarter of the past two years: 


Dividends Paid Per Common Stock 
hare Price Range* 
Common Class B 
Zee SI ee 
2008 
UST; Quarter ese Baca panscasce ans Shoda wean ate, waned iene Ale endo. 8 $ .2975 $ .2678 $39.45 $33.54 
2nd Quaiter: 2:4 icctae dias haa eadhs oda eedamesees 2975 2678 40.75 32.47 
STQMIQUAMED ie hie 8 hele ek os Rae ab a hee MERE ARE eS 2975 2678 =©44.32 = 32.31 
4th Quarter sc iocd cea ee eahede ee £44 408A beta Ged ede 2975 2678 40.55 32.10 
WOtal: aadcpeeioaine todd WA Oa bh oad ebeddwees de dweware $1.1900 $1.0712 
Dividends Paid Per Common Stock 

—_—_ . ,, Eee Kanes. 

Common Class B 

Se: Se ee 

2007 
TSt QUATER sii snteh-2baveed hana be Surin GA ews he ae eee. oe $ .2700 $ .2425 $56.37 $49.70 
ZNO OUATER 2: leee ge:tacccuwditd Hho. Bader ee cera eee ats 6 Sie ek .2700 2425 56.75 49.81 
3rd Quarter s.ii-4 Sh dAdo Pw eee Sue ee ee SO ee es 2975 2678 = =51.29 44.03 
Ath Quamten ccs «3h osiale hides 6S & Gas OWE a, oes, aceite ao Se eS 2975 2678 47.41 38.21 
OWA, iosccdy desshetceastessutte ned Gosetecat: sis snace  cutcnasay aid demesne eee $1.1350 $1.0206 


* NYSE-Composite Quotations for Common Stock by calendar quarter. 


Unregistered Sales of Equity Securities and Use of Proceeds 


None. 
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Issuer Purchases of Equity Securities 


Purchases of equity securities during the fourth quarter of the fiscal year ended December 31, 2008: 


c (d) 
(a) Total Number of Approximate Dollar 
Total (b) Shares Purchased Value of Shares that 
Number of Average as Part of Publicly May Yet Be Purchased 
Shares Price Paid per Announced Plans or Under the Plans or 
Period Funcise Snes gee, ee 
(in thousands of dollars) 
September 29 through 
October'26, 2008) anvawe onesie eeasle eae 80,000 $35.98 — $100,017 
October 27 through 
November 23, 2008 ..............-0055 60,000 $35.48 — $100,017 
November 24 through 
December 31, 2008 ...............005. — $ — = $100,017 
Vt. siaccs Site Sew eae teat ea eae ee 140,000 $35.76 =. 


(1) In December 2006, our Board of Directors approved a $250 million share repurchase program. 


Performance Graph 


The following graph compares our cumulative total stockholder return (Common Stock price appreciation 
plus dividends, on a reinvested basis) over the last five fiscal years with the Standard & Poor’s 500 Index and the 
Standard & Poor’s Packaged Foods Index. 


Comparison of Five Year Cumulative Total Return* 
The Hershey Company, S&P 500 Index and 
S&P Packaged Foods Index 


$160 
$140 
$120 
$100 
$80 
$60 
$40 
$20 —@ HERSHEY -@ S&P 500 -#— S&P Packaged Foods 
$0 
2003 2004 2005 2006 2007 2008 
HERSHEY $100 $147 $148 $136 $111 $101 
S&P 500 $100 $111 $116 $135 $142 $90 
S&P Packaged Foods $100 $119 $110 $128 $132 $116 


* Hypothetical $100 invested on December 31, 2003 in Hershey Common Stock, S&P 500 Index and S&P Packaged Foods 
Index, assuming reinvestment of dividends. 
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Item 6. SELECTED FINANCIAL DATA 


SIX-YEAR CONSOLIDATED FINANCIAL SUMMARY 
All dollar and share amounts in thousands except market price 
and per share statistics 


5-Year 
Compound 


Growth Rate 2008 2007 2006 2005 2004 2003 
Summary of Operations 
Net Salés: gvccawin ine aearecwsienes 4.3% $ 5,132,768 4,946,716 4,944,230 4,819,827 4,416,389 4,162,987 
Cost of Sales: os-6 cc csc ceearee eee ads 5.9% $ 3,375,050 3,315,147 3,076,718 2,956,682 2,672,716 2,539,469 
Selling, Marketing and Administrative .. . 5.0% $ 1,073,019 895,874 860,378 912,986 867,104 841,105 
Business Realignment and Impairment 
Charges: Net: .itenaut ae datum anne $ 94,801 276,868 14,576 96,537 —_ 23,357 
Gain on Sale of Business(a)............ $ — — — — — 8,330 
Interest Expense, Net ................. 9.0% $ 97,876 118,585 116,056 87,985 66,533 63,529 
Provision for Income Taxes ............ (6.8)% § 180,617 126,088 317,441 277,090 235,399 257,268 
Income before Cumulative Effect of 
Accounting Change ................ (7.0)% $$ 311,405 214,154 559,061 488,547 574,637 446,589 
Cumulative Effect of Accounting 
CHANGE! 5. siis ee oa skate wnwagee he $ — —_ — — — 7,368 
Netincomeé: ic, ass dive at aeda en Baas (6.6)% § 311,405 214,154 559,061 488,547 574,637 439,221 
Net Income Per Share: 
—Basic—Class B Stock .......... (3.9% $ 1.27 .87 2.19 1.85 2.11 1.55 
—Diluted—Class B Stock ......... (3.8)% §$ 1.27 .87 2.17 1.84 2.09 1.54 
—Basic—Common Stock ......... (3.8)% $ 1.41 .96 2.44 2.05 2.31 171 
—Diluted—Common Stock ....... (3.99% $ 1.36 93 2.34 1.97 2.24 1.66 
Weighted-Average Shares Outstanding: 
—Basic—Common Stock ......... 166,709 168,050 174,722 183,747 193,037 201,768 
—Basic—Class B Stock .......... 60,777 60,813 60,817 60,821 60,844 60,844 
—Diluted ...............0000 00 228,697 231,449 239,071 248,292 256,934 264,532 
Dividends Paid on Common Stock ...... 6.4% $ 197,839 190,199 178,873 170,147 159,658 144,985 
Per: Shane! «5.6.4.0. cuibeapsaieninsh natare anaes 10.5% $ 1.19 1.135 1.03 93 835 .7226 
Dividends Paid on Class B Stock ....... 10.4% $ 65,110 62,064 56,256 51,088 46,089 39,701 
Per Shiate: -io5.cucnaecaamaw woes 10.4% $ 1.0712 1.0206 925 84 -7576 .6526 
Net Income as a Percent of Net Sales, 
GAAP Basis ié.0) eaadusareaetnsda ha ke te 6.1% 4.3% 11.3% 10.1% 13.0% 10.6% 
Non-GAAP Income as a Percent of Net 
Sales(B) sie cactuiansiacaacgarie ardunaiara dees 8.4% 9.7% 11.5% 11.7% 11.6% 11.0% 
Depreciation. ssicae-a scented saaaa sda TA% $ 227,183 292,658 181,038 200,132 171,229 158,933 
AdVErHiSINg: ..44 oscse cdedeeadacen oan 2.1% $ 161,133 127,896 108,327 125,023 137,931 145,387 
Payroll, esse. caabanetaatiomegdcaxtens 2.0% $ 645,456 645,083 645,480 647,825 614,037 585,419 
Year-end Position and Statistics 
Capital Additions .................... 3.7% $ 262,643 189,698 183,496 181,069 181,728 218,650 
Capitalized Software Additions ......... 2.0% $ 20,336 14,194 15,016 13,236 14,158 18,404 
Total ASSES! i.4:a 5 condoned ragcatoareaa hays 0.3% $ 3,634,719 4,247,113 4,157,565 4,262,699 3,794,750 3,577,026 
Short-term Debt and Current Portion of 
Long-term Debt ................... 109.2% $ 501,504 856,392 843,998 819,115 622,320 12,509 
Long-term Portion of Debt ............ 9.2% $ 1,505,954 — 1,279,965 1,248,128 942,755 690,602 968,499 
Stockholders’ Equity ................. (24.9)% $ 318,199 592,922 683,423 1,016,380 ~=—-:1,137,103 1,328,975 
Full-time Employees ................. 12,800 12,400 12,800 13,750 13,700 13,100 
Return Measures 
Operating Return on Average 
Stockholders’ Equity, GAAP 
1 8 LS (3) 68.4% 33.6% 65.8% 45.4% 46.6% 32.0% 
Non-GAAP Operating Return on Average 
Stockholders’ Equity(c) ............. 94.5% 75.5% 66.7% 52.2% 41.6% 33.2% 
Operating Return on Average Invested 
Capital, GAAP Basis(c)............. 19.0% 12.4% 26.4% 23.6% 25.7% 18.3% 
Non-GAAP Operating Return on Average 
Invested Capital(c)................- 25.1% 25.0% 26.8% 26.8% 23.2% 18.9% 
Stockholders’ Data 
Outstanding Shares of Common Stock and 
Class B Stock at Year-end ........... 227,035 227,050 230,264 240,524 246,588 259,059 
Market Price of Common Stock at 
NY CALeON « era cs acetic mara waren ae (2.0)% $ 34.74 39.40 49.80 55.25 55.54 38.50 
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$44.32-32.10 56.75-38.21 57.65-48.20 67.37-52.49 56.75-37.28 39.33-30.35 


(a) Includes the gain on the sale of gum brands in 2003. 

(b) Non-GAAP Income as a Percent of Net Sales is calculated by dividing Non-GAAP Income excluding Items Affecting Comparability by 
Net Sales. A reconciliation of Net Income presented in accordance with U.S. generally accepted accounting principles (“GAAP”) to 
Non-GAAP Income excluding items affecting comparability is provided on pages 19 and 20, along with the reasons why we believe that 
the use of Non-GAAP Income provides useful information to investors. 

(c) The calculation method for these measures is described on page 48 under RETURN MEASURES. The Non-GAAP Operating Return 
measures are calculated using Non-GAAP Income excluding items affecting comparability. A reconciliation of Net Income presented in 
accordance with GAAP to Non-GAAP Income excluding items affecting comparability is provided on pages 19 and 20, along with the 
reasons why we believe the use of Non-GAAP Income provides useful information to investors. 


Item 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
RESULTS OF OPERATIONS 


EXECUTIVE OVERVIEW 


Our results for the year ended December 31, 2008 were in line with our expectations and reflect the progress 
we are making toward implementing our major strategic initiatives. Net sales grew at an annual rate of 3.8%. 
Marketplace performance improved in response to our continued investment in our core brands. We are investing 
to strengthen our position in the chocolate and confectionery markets in which we compete and build on our 
marketplace results. 


The net sales increase was driven by favorable price realization, improved U.S. marketplace performance 
for our products, and sales gains from our international businesses, offset somewhat by reduced sales volume in 
the United States. Incremental sales from the full-year results of Godrej Hershey Ltd. also contributed to the net 
sales increase, as results for 2007 only included the seven months subsequent to the acquisition of the business. 
Net income and earnings per share-diluted increased substantially compared with 2007 due to lower costs 
resulting from our business realignment initiatives. 


Non-GAAP Financial Measures—Items Affecting Comparability 


Our “Management’s Discussion and Analysis of Financial Condition and Results of Operations” section 
includes certain measures of financial performance that are not defined by U.S. generally accepted accounting 
principles (“GAAP”). For each of these non-GAAP financial measures, we are providing below (1) the most 
directly comparable GAAP measure; (2) a reconciliation of the differences between the non-GAAP measure and 
the most directly comparable GAAP measure; (3) an explanation of why our management believes these 
non-GAAP measures provide useful information to investors; and (4) additional purposes for which we use these 
non-GAAP measures. 


We believe that the disclosure of these non-GAAP measures provides investors with a better comparison of 
our year-to-year operating results. We exclude the effects of certain items from Income before Interest and 
Income Taxes (“EBIT”), Net Income and Income per Share-Diluted-Common Stock (“EPS”) when we evaluate 
key measures of our performance internally, and in assessing the impact of known trends and uncertainties on our 
business. We also believe that excluding the effects of these items provides a more balanced view of the 
underlying dynamics of our business. 


Items affecting comparability include the impacts of charges or credits in 2008, 2007, 2006, 2005 and 2003 


associated with our business realignment initiatives and a reduction of the income tax provision in 2004 resulting 
from adjustments to income tax contingency reserves. 
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For the years ended December 31, 


In millions of dollars except per share amounts 


Results in accordance with GAAP 
Items affecting comparability: 
Business realignment charges included in cost of 
SaleS. a cipec ewes eas waaias bark os Raw os Bee 
Business realignment charges included in selling, 
marketing and administrative (““SM&A”) 


Business realignment and impairment charges, net ... 


Non-GAAP results excluding items affecting 
comparability 


For the years ended December 31, 


In millions of dollars except per share amounts 


Results in accordance with GAAP 
Items affecting comparability: 
Business realignment (credits) charges included in 
OL SAIES 5.5 no deve ausa Maan baad dada, Souw eS 
Business realignment charges included in SM&A 


cost 


Business realignment and impairment charges, net .... 


Non-GAAP results excluding items affecting 
comparability 


For the years ended December 31, 


In millions of dollars except per share amounts 


Results in accordance with GAAP 

Items affecting comparability: 
Business realignment charges included in cost of 
sales 


Business realignment and impairment charges, net ... 


Gain on sale of business 
Tax provision adjustment 
Cumulative effect of accounting change 


Non-GAAP results excluding items affecting 
comparability 


Key Annual Performance Measures 


Increase in Net Sales 
(Decrease) increase in EBIT 


(Decrease) increase in EPS 


(Decline) improvement in EBIT Margin in basis points (“bps”) 


2008 2007 
Net Net 
EBIT Income EPS EBIT Income EPS 
$589.9 $311.4 $1.36 $458.8 $214.2 $ .93 
77.8 53.4 23 = =123.1 80.9 35 
8.1 4.9 .02 12.6 7.8 .03 
94.8 60.8 27 = =276.9 178.9 77 
$770.6 $430.5 $1.88 $871.4 $481.8 $2.08 
2006 2005 
Net Net 
EBIT Income EPS EBIT Income EPS 
$ 992.6 $559.1 $2.34 $853.6 $488.5 $1.97 
(3.2) (2.0) (01) 22.5 13.4 05 
3 2 
14.5 9.3 04 96.5 60.7 25 
$1,004.2 $566.6 $2.37 $972.6 $562.6 $2.27 
2004 2003 
Net Net 
EBIT Income EPS EBIT Income EPS 
$876.6 $574.6 $2.24 $767.4 $439.2 $1.66 
2.1 1.3 — 
23.4 14.2 05 
(8.3) (5.7) (.02) 
— (1.1) (24) 
TA .03 
$876.6 $513.5 $2.00 $784.6 $456.4 $1.72 


Actual Results Excluding Items 
Affecting Comparability 


2008 2007 2006 
3.8% 0.1% 2.6% 
(11.6)%  (13.2)% 3.2% 
ewes eek aae (260)bps (270)bps 10 bps 
(9.6)%  (12.2)% 4.4% 


SUMMARY OF OPERATING RESULTS 
Analysis of Selected Items from Our Income Statement 


Percent Change 
Increase (Decrease) 


For the years ended December 31, 2008 2007 2006 2008-2007 2007-2006 
In millions of dollars except per share amounts 

Net Sales: ..¢..ueedadee in geteee eae seed eS adis $5,132.8 $4,946.7 $4,944.2 3.8% 0.1% 
Cost of Sales 20... eee eens 3,375.1 3,315.1 = 3,076.7 1.8 7.7 
Gross Profit? «cis. pices eit weeded ee ee Pee ee eS 1,757.7 1,631.6 ~—- 1,867.5 7.7 (12.6) 
Gross Margin s.2¢ 05505 Slee ede eae cba eet ete 34.2% 33.0% 37.8% 

SM SCA EXPOnSe cc.i52 ssi. 5 antss epahdcdoidec ea au srace 2 gi gee cesar 1,073.0 895.9 860.3 19.8 4.1 
SM&A Expense as a percent of sales ................ 20.9% 18.1% 17.4% 

Business Realignment and Impairment Charges, Net .... 94.8 276.9 14.6 (65.8) N/A 
BBIT. e055 desdidadsad dip cee deatat oe aad ants es 589.9 458.8 992.6 28.6 (53.8) 
EBT Margit ccc grade nteaw setack alee ee hae oh nce 11.5% 9.3% 20.1% 

Interest Expense, Net ....... 0.0.0... 0c eee eee eee 97.9 118.6 116.1 (17.5) 2.2 
Provision for Income Taxes ............ 0.000 e eee 180.6 126.0 317.4 43.2 (60.3) 
Effective Income Tax Rate ............. 0.00 e eee ee 36.7% 37.1% 36.2% 

Net InGOMeé® 4.¢2:tocbie dain Shed bee hacdy dosed $ 311.4 $ 2142 $ 559.1 45.4 (61.7) 
Net Income Per Share—Diluted .................0.. $ 1.36 $ 93 $ 2.34 46.2 (60.3) 
Net Sales 

2008 compared with 2007 


The increase in net sales was attributable to favorable price realization from list price increases, 
substantially offset by sales volume decreases primarily in the United States. Increased sales in the United States 
were primarily attributable to our core brands, particularly Hershey’s and Reese’s, and incremental sales of new 
products, primarily Hershey’s Bliss. Sales volume increases from our international businesses, particularly in 
India, China and the Philippines, also contributed to the sales increase, although were offset somewhat by the 
impact of unfavorable foreign currency exchange rates. Net sales for our Godrej Hershey Ltd. business increased 
$37.2 million, or 0.8%, in 2008 reflecting incremental sales for the full-year compared with results for 2007 
which included only the seven months subsequent to the acquisition of the business. 


2007 compared with 2006 


Net sales for 2007 were essentially even with 2006. Sales increased for our international businesses, 
primarily exports to Asia and Latin America, as well as sales in Canada and Mexico. The acquisition of Godrej 
Hershey Ltd. increased net sales by $46.5 million, or 0.9%, in 2007. Favorable foreign currency exchange rates 
also had a positive impact on sales. These increases were substantially offset by lower sales volume for existing 
products in the U.S., reflecting increased competitive activity and reduced retail velocity. Decreased price 
realization from higher rates of promotional spending and higher allowances for slow-moving products at retail 
more than offset increases in list prices contributing to the sales decline in the U.S. 


Key U.S. Marketplace Metrics 


For the 52 weeks ended December 31, 2008 2007 2006 
Consumer Takeaway Increase: 3.0... 62 cee ae es Eee ee ee de eee ene eee es 3.3% 1.3% 4.0% 
Market: Share Decrease= aic.f.c sis scdeuar a fics Xiars dog ie es dese! adi guia a pee (auth “wlelieed Bade a Roa weds Gedehules (0.2) (1.3) (0.2) 


Consumer takeaway is provided for channels of distribution accounting for approximately 80% of our U.S. 
confectionery retail business. These channels of distribution include food, drug, mass merchandisers, including 
Wal-Mart Stores, Inc., and convenience stores. The change in market share is provided for channels measured by 
syndicated data which include sales in the food, drug, convenience store and mass merchandiser classes of trade, 
excluding sales of Wal-Mart Stores, Inc. 


Cost of Sales and Gross Margin 
2008 compared with 2007 


The cost of sales increase compared with 2007 was primarily associated with higher input and energy costs, 
and the full-year cost of sales for Godrej Hershey Ltd. which in 2007 included cost of sales for only the seven 
months subsequent to the acquisition of the business. These cost increases were offset partially by favorable 
supply chain productivity. Lower business realignment charges included in cost of sales in 2008 compared with 
2007 also partially offset the cost of sales increases. Business realignment charges of $77.8 million were included 
in cost of sales in 2008, compared with $123.1 million in the prior year. 


Gross margin increased primarily as a result of lower business realignment charges recorded in 2008 
compared with 2007. Favorable price realization and improved supply chain productivity also contributed to the 
increase, but were offset substantially by higher input and energy costs. 


2007 compared with 2006 


Business realignment charges of $123.1 million were included in cost of sales in 2007, compared with a 
credit of $3.2 million included in cost of sales in 2006. The remainder of the cost of sales increase was primarily 
associated with significantly higher input costs, particularly for dairy products and certain other raw materials, 
and the Godrej Hershey Ltd. business acquired in May 2007, offset somewhat by favorable supply chain 
productivity. 


The gross margin decline was primarily attributable to the impact of business realignment initiatives 
recorded in 2007 compared with 2006, resulting in a reduction of 2.6 percentage points. The rest of the decline 
reflected substantially higher costs for raw materials, offset somewhat by improved supply chain productivity. 
Also contributing to the decrease was lower net price realization due to higher promotional costs. 


Selling, Marketing and Administrative 
2008 compared with 2007 


Selling, marketing and administrative expenses increased primarily as a result of higher costs associated 
with employee-related expenses, including higher incentive compensation expense, increased levels of retail 
coverage primarily in the United States and expansion of our international businesses. Higher advertising, 
marketing research and merchandising expenses also contributed to the increase. Expenses of $8.1 million related 
to our 2007 business realignment initiatives were included in selling, marketing and administrative expenses in 
2008 compared with $12.6 million in 2007. 


2007 compared with 2006 


Selling, marketing and administrative expenses increased primarily as a result of higher administrative and 
advertising expenses, partially offset by lower consumer promotional expenses. Project implementation costs 
related to our 2007 business realignment initiatives contributed $12.6 million to the increase. Higher 
administrative costs were principally associated with employee-related expenses from the expansion of our 
international businesses, including the impact of the acquisition of Godrej Hershey Ltd. 
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Business Realignment Initiatives and Impairment Charges 


In February 2007, we announced a comprehensive, three-year supply chain transformation program (the 
“global supply chain transformation program’) and, in December 2007, we recorded impairment and business 
realignment charges associated with our business in Brazil (together, “the 2007 business realignment 
initiatives’’). 


When completed, the global supply chain transformation program will greatly enhance our manufacturing, 
sourcing and customer service capabilities, reduce inventories resulting in improvements in working capital and 
generate significant resources to invest in our growth initiatives. These initiatives include accelerated 
marketplace momentum within our core U.S. business, creation of innovative new product platforms to meet 
customer needs and disciplined global expansion. Under the program, which will be implemented in stages over 
three years, we will significantly increase manufacturing capacity utilization by reducing the number of 
production lines by more than one-third, outsource production of low value-added items and construct a flexible, 
cost-effective production facility in Monterrey, Mexico to meet current and emerging marketplace needs. The 
program will result in a total net reduction of 1,500 positions across our supply chain over the three-year 
implementation period. 


The original estimated pre-tax cost of the program announced in February 2007 was from $525 million to 
$575 million over three years. The total included from $475 million to $525 million in business realignment costs 
and approximately $50 million in project implementation costs. Total costs of $130.0 million were recorded in 
2008 and $400.0 million were recorded in 2007 for this program. Excluding possible pension settlement charges 
in 2009 and 2010, we now expect total charges for the global supply chain transformation program to be at the 
upper end of the $575 million to $600 million range, reflecting our latest estimates for the cost of the original 
program and an expansion in scope of the program approved in December 2008. The expansion in the scope of 
the program will include approximately $25.0 million associated with the closure of two subscale manufacturing 
facilities of Artisan Confections Company, a wholly-owned subsidiary, and consolidation of the associated 
production into existing U.S. facilities, along with costs associated with the rationalization of other select 
portfolio items. The affected facilities are located in Berkeley and San Francisco, California. These additional 
business realignment charges will be recorded in 2009 and include severance for approximately 150 impacted 
employees. For more information, see Outlook for Global Supply Chain Transformation Program on page 49. 


In 2001, we acquired a small business in Brazil, Hershey do Brasil, that through 2007 had not gained 
profitable scale or adequate market distribution. In an effort to improve the performance of this business, in 
January 2008 Hershey do Brasil entered into a cooperative agreement with Pandurata Alimentos LTDA 
(“Bauducco”), a leading manufacturer of baked goods in Brazil whose primary brand is Bauducco. In the fourth 
quarter of 2007, we recorded a goodwill impairment charge and approved a business realignment program 
associated with initiatives to improve distribution and enhance the financial performance of our business in 
Brazil. Business realignment and impairment charges of $4.9 million were recorded in 2008 and $12.6 million 
were recorded in 2007. 


In July 2005, we announced initiatives intended to advance our value-enhancing strategy (the “2005 
business realignment initiatives”). The 2005 business realignment initiatives consisted primarily of U.S. and 
Canadian Voluntary Workforce Reduction Programs and the closure of the Las Piedras, Puerto Rico plant. 
Charges (credits) for the 2005 business realignment initiatives were recorded during 2005 and 2006 and the 2005 
business realignment initiatives were completed by December 31, 2006. 
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Charges (credits) associated with business realignment initiatives and impairment recorded during 2008, 


2007 and 2006 were as follows: 


For the years ended December 31, 2008 2007 2006 
In thousands of dollars 
Cost of sales 
2007 business realignment initiatives: 
Global supply chain transformation program ..................0-4. $ 77,767 $123,090 $ — 
2005 business realignment initiatives ........ 0.0... ee eee eee eee — — (1,599) 
Previous business realignment initiatives ............ 0... ee eee ee eee —_— — (1,600) 
Total cost of sales 26... eee eee eee 77,767 123,090 (3,199) 
Selling, marketing and administrative 
2007 business realignment initiatives: 
Global supply chain transformation program .................0.4. 8,102 12,623 — 
2005 business realignment initiatives ............ 0.00... 00 00002 —_— _— 266 
Total selling, marketing and administrative ..................... 8,102 12,623 266 
Business realignment and impairment charges, net ...............0.00 0005 
2008 impairment of trademarks ............. 00.00.00 eee eee eee 45,739 — — 
2007 business realignment initiatives: 
Global supply chain transformation program: 
Net (gain on sale)/impairment of fixed assets ..............0.00- (4,882) 47,938 — 
Plant: closure GXpEnse x05. tahoe heed aie os eta leg dees edad 23,415 13,506 — 
Employee separation costs ... 0.0... 0... cee eee eee eee 11,469 176,463 — 
Pension settlement-loss:. «ics seasc.c5/¢ aha dee. chacwee Sal annie eas mates ea eldoe Seo 12,501 12,075 —_ 
Contract termination: -COSts’ «ssc... be coe he RSE Sw ee eae 1,637 14,316 — 
Brazilian business realignment: 
Goodwill impairment ..... 0.0.0.0... cece ect eee eee — 12,260 — 
Employee separation costs ... 2... 0.0... 0. eee eee eee eee 1,581 310 — 
Fixed asset impairment charges ......... 0.0.0 e cece eee eee 754 — — 
Contract termination and other exit costS .............0 0 cee ee eee 2,587 — — 
2005 business realignment initiatives: 
U.S. voluntary workforce reduction program ................00005 —_— — 9,972 
USS. facility rationalization .... 0.0... eee eee ee —_ — 1,567 
Streamline international operations (primarily Canada) ............. —_— _— 2,524 
Previous business realignment initiatives ......................0000. —_ —_— 313 
Total business realignment and impairment charges, net .......... 94,801 276,868 14,576 
Total net charges associated with business realignment initiatives and 
MMPAITMENt. 6.4 eee yes eecek RE Ra a eed ede aa ee Hee ae eS aw eS $180,670 $412,581 $11,643 


Global Supply Chain Transformation Program 


The 2008 charge of $77.8 million recorded in cost of sales for the global supply chain transformation 
program related primarily to the accelerated depreciation of fixed assets over a reduced estimated remaining 
useful life and start-up costs associated with the global supply chain transformation program. The $8.1 million 
recorded in selling, marketing and administrative expenses related primarily to project administration for the 
global supply chain transformation program. In determining the costs related to fixed asset impairments, fair 
value was estimated based on the expected sales proceeds. The $4.9 million of gains on sale of fixed assets 
resulted from the receipt of proceeds in excess of the carrying value primarily from the sale of a warehousing and 
distribution facility. The $23.4 million of plant closure expenses for 2008 related primarily to the preparation of 


plants for sale and production line removal costs. 
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Certain real estate with a carrying value of $15.8 million was being held for sale as of December 31, 2008. 
The global supply chain transformation program employee separation costs were related to involuntary 
terminations at the North American manufacturing facilities which are being closed. The global supply chain 
transformation program had identified six manufacturing facilities which would be closed. As of December 31, 
2008, the facilities located in Dartmouth, Nova Scotia; Montreal, Quebec; and Oakdale, California have been 
closed and sold. The facilities located in Naugatuck, Connecticut and Smiths Falls, Ontario have been closed and 
are being held for sale. The facility in Reading, Pennsylvania is being held and used pending closure, following 
which it will be offered for sale. 


The 2007 charge of $123.1 million recorded in cost of sales for the global supply chain transformation 
program related primarily to the accelerated depreciation of fixed assets over a reduced estimated remaining 
useful life and costs related to inventory reductions. The $12.6 million recorded in selling, marketing and 
administrative expenses related primarily to project management and administration. In determining the costs 
related to fixed asset impairments, fair value was estimated based on the expected sales proceeds. Certain real 
estate with a carrying value of $40.2 million was being held for sale as of December 31, 2007. Employee 
separation costs included $79.0 million primarily for involuntary terminations at the six North American 
manufacturing facilities which are being closed. The employee separation costs also included $97.5 million for 
charges relating to pension and other post-retirement benefits curtailments and special termination benefits. 


2008 Impairment of Trademarks 


As aresult of our annual impairment tests of intangible assets with useful lives determined to be indefinite, 
we recorded total impairment charges of $45.7 million in the fourth quarter of 2008. Certain trademarks, 
primarily the Mauna Loa brand, were determined to be impaired as a result of a decrease in the fair value of the 
brands resulting from reduced expectations for future sales and cash flows compared with the valuations of these 
trademarks at the acquisition dates. For more information, refer to pages 46 and 47. 


Brazilian Business Realignment 


The 2008 Brazilian business realignment charges and the 2007 employee separation costs were related to 
involuntary terminations and costs associated with office consolidation related to the cooperative agreement with 
Bauducco. During the fourth quarter of 2007, we completed our annual impairment evaluation of goodwill and 
other intangible assets. As a result of reduced expectations for future cash flows resulting primarily from lower 
expected profitability, we determined that the carrying amount of our wholly-owned subsidiary, Hershey do 
Brasil, exceeded its fair value and recorded a non-cash impairment charge of $12.3 million in December 2007. 
There was no tax benefit associated with this charge. 


2005 Business Realignment Initiatives 


The 2006 charges (credits) recorded in cost of sales relating to the 2005 business realignment initiatives 
included a credit of $1.6 million resulting from higher than expected proceeds from the sale of equipment from 
the Las Piedras plant. The charge recorded in selling, marketing and administrative expenses in 2006 resulted 
from accelerated depreciation relating to the termination of an office building lease. The net business realignment 
charges included $7.3 million for involuntary terminations in 2006. 


The 2006 charges (credits) relating to previous business realignment initiatives which began in 2003 and 
2001 resulted from the finalization of the sale of certain properties, adjustments to liabilities which had 
previously been recorded, and the impact of the settlement of litigation in connection with the 2003 business 
realignment initiatives. 


Liabilities Associated with Business Realignment Initiatives 


The liability balance as of December 31, 2008 relating to the 2007 business realignment initiatives was 
$31.0 million for employee separation costs to be paid primarily in 2009. The liability balance as of 
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December 31, 2007 was $68.4 million, primarily related to employee separation costs. Charges for employee 
separation and contract termination costs of $12.9 million were recorded in 2008. During 2008 and 2007, we 
made payments against the liabilities recorded for the 2007 business realignment initiatives of $46.9 million and 
$13.2 million, respectively, principally related to employee separation and project administration. The liability 
balance as of December 31, 2008 was reduced by $3.4 million as a result of foreign currency translation 
adjustments. 


Income Before Interest and Income Taxes and EBIT Margin 
2008 compared with 2007 


EBIT increased in 2008 compared with 2007 as a result of lower net business realignment charges. Net 
pre-tax business realignment charges of $180.7 million were recorded in 2008 compared with $412.6 million in 
2007. The increase in EBIT resulting from lower business realignment charges and an increase in gross profit 
was substantially offset by higher selling, marketing and administrative expenses. 


EBIT margin increased from 9.3% in 2007 to 11.5% in 2008. Net business realignment and impairment 
charges reduced EBIT margin by 3.5 percentage points in 2008 and 8.3 percentage points in 2007, resulting in an 
improvement in EBIT margin of 4.8 percentage points from 2007 to 2008. This impact was substantially offset 
by higher selling, marketing and administrative expense as a percentage of sales. 


2007 compared with 2006 


EBIT decreased in 2007 compared with 2006, principally as a result of higher net business realignment and 
impairment charges recorded in 2007. Net pre-tax business realignment and impairment charges of $412.6 
million were recorded in 2007 compared with $11.6 million recorded in 2006, an increase of $400.9 million. The 
remainder of the decrease in EBIT was attributable to lower gross profit resulting primarily from higher input 
costs and higher selling, marketing and administrative expenses. 


EBIT margin declined from 20.1% in 2006 to 9.3% in 2007. Net business realignment and impairment 
charges reduced EBIT margin by 8.3 percentage points in 2007. Net business realignment charges reduced EBIT 
margin by 0.2 percentage points in 2006. The remainder of the decrease primarily resulted from the lower gross 
margin, in addition to higher selling, marketing and administrative expense as a percentage of sales. 


Interest Expense, Net 
2008 compared with 2007 


Net interest expense was lower in 2008 than in 2007 primarily due to lower interest rates and reduced 
borrowings as compared to the prior year. 


2007 compared with 2006 


Net interest expense was higher in 2007 than in 2006 primarily reflecting increased borrowings partially 
offset by lower interest rates. 


Income Taxes and Effective Tax Rate 
2008 compared with 2007 


Our effective income tax rate was 36.7% in 2008, and was increased by 0.7 percentage points as a result of 
the effective tax rate associated with business realignment charges recorded during the year. 
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2007 compared with 2006 


Our effective income tax rate was 37.1% for 2007 and 36.2% for 2006. The impact of tax rates associated 
with business realignment and impairment charges increased the effective income tax rate for 2007 by 1.1 
percentage points. 


Net Income and Net Income Per Share 
2008 compared with 2007 


As a result of net charges associated with our business realignment initiatives, net income in 2008 was 
reduced by $119.1 million or $0.52 per share-diluted. After considering the impact of business realignment 
charges in each period, earnings per share-diluted in 2008 decreased $0.20 as compared with 2007. 


2007 compared with 2006 


Net income in 2007 was reduced by $267.7 million, or $1.15 per share-diluted, and in 2006 was reduced by 
$7.6 million, or $0.03 per share-diluted, as a result of net business realignment and impairment charges. 
Excluding the impact of these charges, earnings per share-diluted in 2007 decreased by $0.29 as compared with 
2006 as a result of lower EBIT, offset somewhat by reduced interest expense and the impact of lower weighted- 
average shares outstanding in 2007. 
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FINANCIAL CONDITION 


Our financial condition remained strong during 2008. Solid cash flow from operations and our liquidity, 
leverage and capital structure contributed to our continued investment grade credit rating by recognized rating 
agencies. The financial market turmoil and credit crisis, to date, have not had a material affect on our business 
operations or liquidity. 


Acquisitions and Divestitures 


In January 2008, our Brazilian subsidiary, Hershey do Brasil, entered into a cooperative agreement with 
Bauducco. In the fourth quarter of 2007, we recorded a goodwill impairment charge and approved a business 
realignment program associated with initiatives to improve distribution and enhance performance of our business 
in Brazil. In the first quarter of 2008, we received approximately $2.0 million in cash and recorded an other 
intangible asset of $13.7 million associated with the cooperative agreement with Bauducco in exchange for our 
conveying to Bauducco a 49% interest in Hershey do Brasil. We will maintain a 51% controlling interest in 
Hershey do Brasil. 


In May 2007, we entered into an agreement with Godrej Beverages and Foods, Ltd., one of India’s largest 
consumer goods, confectionery and food companies, to manufacture and distribute confectionery products, 
snacks and beverages across India. Under the agreement, we invested $61.5 million during 2007 and own a 51% 
controlling interest in Godrej Hershey Ltd. Total liabilities assumed were $51.6 million. Effective in May 2007, 
this business acquisition was included in our consolidated results, including the related minority interest. 


Also in May 2007, our Company and Lotte Confectionery Co., LTD., entered into a manufacturing 
agreement in China that will produce Hershey products and certain Lotte products for the markets in Asia, 
particularly in China. We invested $39.0 million in 2007 and own a 44% interest. We are accounting for this 
investment using the equity method. 


In October 2006, our wholly-owned subsidiary, Artisan Confections Company, purchased the assets of 
Dagoba Organic Chocolates, LLC based in Ashland, Oregon, for $17.0 million. Dagoba is known for its high- 
quality organic chocolate bars, drinking chocolates and baking products that are primarily sold in natural food 
and gourmet stores across the United States. 


Results subsequent to the dates of acquisition were included in the consolidated financial statements. Had 
the results of the acquisitions been included in the consolidated financial statements for each of the periods 
presented, the effect would not have been material. 


Assets 


A summary of our assets is as follows: 


December 31, 2008 2007 

In thousands of dollars 

Current assetS ... 0.0... ccc cece eee ee eee eee e eee e eens $1,344,945 $1,426,574 

Property, plant and equipment, net ............... 00.00.0000. 0 eee 1,458,949 1,539,715 

Goodwill and other intangibles ......... 0.0... e eee eee eee 665,449 740,575 

Deferred income taxes'..3;25<oie-c yal ee dk bie dae eine heh eos 13,815 — 

Other assets: ois cceies gcsee ge god eels grace eras quer eis Sle ee erbce pede $ bosuane wee 151,561 540,249 
Total aSS€ts x, df -4iaeich teceeicittve ited eben wed Bd deste ae $3,634,719 $4,247,113 
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e The change in current assets from 2007 to 2008 was primarily due to the following: 


¢ Lower cash and cash equivalents in 2008 primarily as a result of decisions to reduce short-term 
borrowings; 


e A decrease in accounts receivable primarily resulting from the timing of sales and cash collections 
in November and December 2008 as compared with November and December 2007, along with a 
decrease in extended dated receivables associated with sales of seasonal items and new products; 


e An increase in prepaid expenses and other current assets primarily reflecting assets associated with 
certain commodity and treasury hedging transactions. 


e Property, plant and equipment was lower in 2008 primarily due to depreciation expense of $227.2 
million and asset retirements. Accelerated depreciation of fixed assets at facilities which are being 
closed as well as certain asset retirements resulted primarily from the global supply chain transformation 
program. 


¢ Goodwill and other intangibles decreased as a result of total impairment charges of $45.7 million 
associated with certain trademarks and the effect of currency translation adjustments, offset partially by 
the $13.7 million intangible asset associated with the cooperative agreement with Bauducco. 


e The decrease in other assets was primarily associated with the change in the funded status of our 
pension plans in 2008, resulting from a significant reduction in the fair value of pension plan assets. 


Liabilities 


A summary of our liabilities is as follows: 


December 31, 2008 2007 

In thousands of dollars 

Current: liabilities .3:535cc55. 0k ecaeitpse eden bois Pao ore grea row ae $1,270,212 $1,618,770 

Long=termidett t.scscs cee og Bea ated aakeos mateae eae wale etree 1,505,954 1,279,965 

Other long-term liabilities... 0.0... . eee ee 504,963 544,016 

Deferred income taxes ........ 0... ccc cece ee eee eter n ee ee es eeees 3,646 180,842 
Total Wabi lityeS® 23.55 ig is. Siecendeas Sucbene ay eecegy dhdeve tblidcsare 08S Sew dpe usd $3,284,775 $3,623,593 


e Changes in current liabilities from 2007 to 2008 were primarily the result of the following: 


e Higher accounts payable reflecting the effect of working capital improvement initiatives and higher 
costs of goods and services; 


e Lower accrued liabilities primarily associated with the 2007 business realignment initiatives and 
certain executive retirement benefit payments in 2008, partially offset by higher expected incentive 
compensation payments in 2009; 


e A decrease in short-term debt reflecting repayments of commercial paper borrowings using the 
proceeds of the $250 million of Notes issued in March 2008 as well as cash provided from 
operations. 


¢ The increase in long-term debt in 2008 primarily resulted from the issuance of $250 million of Notes in 
March 2008, discussed further in the Liquidity and Capital Resources section. 


e The decrease in other long-term liabilities primarily reflects the impact of favorable claims experience 
and a higher discount rate used in determining the liability for our post-retirement benefit plans. 


e The decrease in deferred income tax liabilities was principally associated with the change in the funded 
status of our pension plans in 2008 and the tax effect of impairment charges related to certain 
trademarks. 
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Capital Structure 


We have two classes of stock outstanding, Common Stock and Class B Stock. Holders of the Common 
Stock and the Class B Stock generally vote together without regard to class on matters submitted to stockholders, 
including the election of directors. Holders of the Common Stock have one vote per share. Holders of the Class B 
Stock have ten votes per share. Holders of the Common Stock, voting separately as a class, are entitled to elect 
one-sixth of our Board of Directors. With respect to dividend rights, holders of the Common Stock are entitled to 
cash dividends 10% higher than those declared and paid on the Class B Stock. 


Hershey Trust Company, as trustee for the benefit of Milton Hershey School (the “Milton Hershey School 
Trust” or the “Trust”) maintains voting control over The Hershey Company. Historically, the Milton Hershey 
School Trust had not taken an active role in setting our policy, nor had it exercised influence with regard to the 
ongoing business decisions of our Board of Directors or management. However, in October 2007, the Chairman 
of the Board of the Milton Hershey School Trust issued a statement indicating that the Trust continues to be 
guided by two key principles: first, that, in its role as controlling stockholder of the Company, it intends to retain 
its controlling interest in The Hershey Company and, second, that the long-term prosperity of the Company 
requires the Board of Directors of the Company and its management to build on its strong U.S. position by 
aggressively pursuing strategies for domestic and international growth. He further stated that the Milton Hershey 
School Trust had communicated to the Company’s Board that the Trust was not satisfied with the Company’s 
results and that, as a result, the Trust was “actively engaged in an ongoing process, the goal of which has been to 
ensure vigorous Company Board focus on resolving the Company’s current business challenges and on 
implementing new growth strategies.” In that release, the Trust board chairman reiterated the Trust’s 
longstanding position that the Company Board, and not the Trust board, “is solely responsible and accountable 
for the Company’s management and performance.” 


On November 11, 2007 we announced that all of the members of our Board of Directors had resigned except 
for Richard H. Lenny, who was at that time our Chairman of the Board and Chief Executive Officer, David J. 
West, who was at that time President of the Company and currently serves as our President and Chief Executive 
Officer, and Robert F. Cavanaugh, who is also a member of the board of directors of Hershey Trust Company 
and board of managers (governing body) of Milton Hershey School. In addition, we announced that the Milton 
Hershey School Trust through stockholder action effected by written consent had amended the By-laws of the 
Company to allow the Company’s stockholders to fix the number of directors to serve on our Board of Directors 
and from time to time to increase or decrease such number of directors, expanded the size of our Board of 
Directors from 11 directors to 13 directors, and appointed eight new directors, including two who are also 
members of the board of directors of Hershey Trust Company and board of managers of Milton Hershey School. 


The Milton Hershey School Trust decided to explore a sale of The Hershey Company in June 2002, but 
subsequently decided to terminate the sale process in September 2002. After terminating the sale process, the 
Trustee of the Milton Hershey School Trust advised the Pennsylvania Office of Attorney General in September 
2002 that it would not agree to any sale of its controlling interest in The Hershey Company without approval of 
the court having jurisdiction over the Milton Hershey School Trust following advance notice to the Office of 
Attorney General. Subsequently, Pennsylvania enacted legislation that requires that the Office of Attorney 
General be provided advance notice of any transaction that would result in the Milton Hershey School Trust no 
longer having voting control of the Company. The law provides specific statutory authority for the Attorney 
General to intercede and petition the Court having jurisdiction over the Milton Hershey School Trust to stop such 
a transaction if the Attorney General can prove that the transaction is unnecessary for the future economic 
viability of the Company and is inconsistent with investment and management considerations under fiduciary 
obligations. This legislation could have the effect of making it more difficult for a third party to acquire a 
majority of our outstanding voting stock and thereby delay or prevent a change in control of the Company. 


In December 2000, our Board of Directors unanimously adopted a Stockholder Protection Rights 
Agreement (“Rights Agreement”). The Milton Hershey School Trust supported the Rights Agreement. This 
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action was not in response to any specific effort to acquire control of The Hershey Company. Under the Rights 
Agreement, our Board of Directors declared a dividend of one right (“Right”) for each outstanding share of 
Common Stock and Class B Stock payable to stockholders of record at the close of business on December 26, 
2000. The Rights will at no time have voting power or receive dividends. The issuance of the Rights has no 
dilutive effect, will not affect reported earnings per share, is not taxable and will not change the manner in which 
our Common Stock is traded. We discuss the Rights Agreement in more detail in Note 15 to the Consolidated 
Financial Statements. 


LIQUIDITY AND CAPITAL RESOURCES 


Our principal source of liquidity is operating cash flows. Our net income and, consequently, our cash 
provided from operations are impacted by: sales volume, seasonal sales patterns, timing of new product 
introductions, profit margins and price changes. Sales are typically higher during the third and fourth quarters of 
the year due to seasonal and holiday-related sales patterns. Generally, working capital needs peak during the 
summer months. We meet these needs primarily by issuing commercial paper. 


Global capital and credit markets, including the commercial paper markets, have recently experienced 
increased volatility and disruption. Despite this volatility and disruption, we have continued to have full access to 
the tier | commercial paper market. We believe that our operating cash flow, together with our unsecured 
committed revolving credit facility, lines of credit and other available debt financing, will be adequate to meet 
current operating, investing and financing needs, although there can be no assurance that continued or increased 
volatility and disruption in the global capital and credit markets will not impair our ability to access these 
markets on commercially acceptable terms. 


Cash Flows from Operating Activities 


Our cash flows provided from (used by) operating activities were as follows: 


For the years ended December 31, 2008 2007 2006 
In thousands of dollars 
Ne@tinCOMe é 2% cacisce ced swe gud duro heciea auton acted $311,405 $214,154 $559,061 
Depreciation and amortization ........... 0... e eee eee eee 249,491 310,925 199,911 
Stock-based compensation and excess tax benefits.......... 22,196 9,526 16,323 
Deferred income taxes .... 0... 0... cece eee ee (17,125) (124,276) 4,173 
Business realignment and impairment charges, net of tax .... 119,117 267,653 7,573 
Contributions to pension plans ............... 00 cece eee (32,759) (15,836) (23,570) 
Working capital 0.0 .c0c0) sad Hews dae eae tee de ee ds 65,791 148,019 (40,553) 
Changes in other assets and liabilities .................... (198,555) (31,329) 275 
Net cash provided from operating activities ........... $ 519,561 $778,836 $723,193 


¢ Over the past three years, total cash provided from operating activities was approximately $2.0 billion. 


e Depreciation and amortization expenses decreased in 2008 principally as the result of lower accelerated 
depreciation charges related to the 2007 business realignment initiatives compared with accelerated 
depreciation charges recorded in 2007. Accelerated depreciation recorded in 2008 was approximately 
$60.6 million compared with approximately $108.6 million recorded in 2007. Depreciation and 
amortization expenses represent non-cash items that impacted net income and are reflected in the 
consolidated statements of cash flows to reconcile cash flows from operating activities. 


¢ Cash used by deferred income taxes in 2008 and 2007 versus cash provided by deferred income taxes in 
2006, primarily reflected the deferred tax benefit related to the 2007 business realignment and 
impairment charges recorded during 2008 and 2007. 
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¢ We contributed $72.2 million to our pension plans over the past three years to improve the plans’ 
funded status and to pay benefits under the non-funded plans. As of December 31, 2008, our pension 
benefit obligations exceeded the fair value of our pension plan assets by $40.8 million. 


e Over the three-year period, cash provided from or used by working capital tended to fluctuate due to the 
timing of sales and cash collections during November and December of each year and working capital 
management practices, including initiatives implemented during 2007 and 2008 to reduce working 
capital. 


e During the three-year period, cash used by or provided from changes in other assets and liabilities 
primarily reflected the impact of business realignment initiatives and the related tax effects, as well as 
the effect of hedging transactions. 


e The decrease in income taxes paid in 2008 compared with 2007 primarily reflected the impact of lower 
taxable income for 2008. 


Cash Flows from Investing Activities 


Our cash flows provided from (used by) investing activities were as follows: 


For the years ended December 31, 2008 2007 2006 

In thousands of dollars 

Capital additions: 3.5 cued veaids wate te adteres ae eae $(262,643) $(189,698) $(183,496) 

Capitalized software additions ........... 0.0.0.0 e ee eee (20,336) (14,194) (15,016) 

Proceeds from sales of property, plant and equipment ...... 82,815 — — 

Business acquisitions ....... 0... 0c eee eee eee eee — (100,461) (17,000) 

Proceeds from divestitures ........ 0.0.0.0. eee eens 1,960 — — 
Net cash used by investing activities ................ $(198,204) $(304,353) $(215,512) 


¢ Capital additions associated with our global supply chain transformation program were approximately 
$162.6 million. Other capital additions were primarily related to modernization of existing facilities and 
purchases of manufacturing equipment for new products. 


¢ Capitalized software additions were primarily for ongoing enhancement of our information systems. 


¢ In 2008, we received $82.8 million in proceeds from the sale of manufacturing and distribution facilities 
under the global supply chain transformation program. 


e We anticipate total capital expenditures of approximately $175 million to $185 million in 2009 of which 
approximately $40 million to $50 million is associated with our global supply chain transformation 
program. 


e In January 2008, our Brazilian subsidiary, Hershey do Brasil, entered into a cooperative agreement with 
Bauducco. We received approximately $2.0 million in cash associated with the cooperative agreement 
in exchange for a 49% interest in Hershey do Brasil. 


e In May 2007, we entered into an agreement with Godrej Beverages and Foods, Ltd. to manufacture and 
distribute confectionery products, snacks and beverages across India. Under the agreement, we invested 
$61.5 million in this business during 2007. 


¢ In May 2007, our Company and Lotte Confectionery Co. LTD. entered into a manufacturing agreement 
to produce Hershey products and certain Lotte products for markets in Asia, particularly in China. We 
invested $39.0 million in this business during 2007. 


¢ In October 2006, our wholly-owned subsidiary, Artisan Confections Company, acquired the assets of 
Dagoba Organic Chocolates, LLC for $17.0 million. 
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Cash Flows from Financing Activities 


Our cash flows provided from (used by) financing activities were as follows: 


For the years ended December 31, 2008 2007 2006 

In thousands of dollars 

Net change in short-term borrowings ..............0..05- $(371,393) $195,055  $(163,826) 

Long-term borrowings ........ 00.00.00 cece eee eee ee 247,845 — 496,728 

Repayment of long-term debt..................00 20000) (4,977) (188,891) (234) 

Cash dividends paid .......... 0.0... cece eee eee (262,949) (252,263) (235,129) 

Exercise of stock options ......... 0.0... eee eee eee eee 38,383 59,958 46,386 

Repurchase of Common Stock ............ 00.000 e ee eee (60,361) (256,285) (621,648) 
Net cash used by financing activities ................ $(413,452) $(442,426) $(477,723) 


¢ We use short-term borrowings (commercial paper and bank borrowings) to fund seasonal working 
capital requirements and ongoing business needs. Additional information on short-term borrowings is 


included under Borrowing Arrangements below. 


¢ In March 2008, we issued $250 million of 5.0% Notes due in 2013. The Notes were issued under a shelf 
registration statement on Form S-3 filed in May 2006 described under Registration Statements below. 


¢ In March 2007, we repaid $150.0 million of 6.95% Notes due in 2007. 


¢ In August 2006, we issued $250 million of 5.3% Notes due in 2011 and $250 million of 5.45% Notes 


due in 2016 under the shelf registration statement on Form S-3 filed in May 2006. 


¢ We paid cash dividends of $197.8 million on our Common Stock and $65.1 million on our Class B 


Stock in 2008. 


e Cash used for the repurchase of Common Stock was partially offset by cash received from the exercise 


of stock options. 


Repurchases and Issuances of Common Stock 


For the years ended December 31, 2008 2007 
In thousands Shares Dollars Shares Dollars 


Shares repurchased under pre-approved share 
repurchase programs: 
Open market repurchases ................ — $ — 2,916 $149,983 


2006 


Shares Dollars 


9,912 $524,387 


Milton Hershey School Trust repurchases .. . —_— — — — 689 38,482 

Shares repurchased to replace Treasury Stock 

issued for stock options and employee 

Benefits: ctw ee ie eden ee etd eees 1,610 60,361 2,046 106,302 1,096 58,779 
Total share repurchases ..............0-0 000+ 1,610 60,361 4,962 256,285 11,697 621,648 
Shares issued for stock options and employee 

benefits acs osboe Sag edase etme tees (1,595) (51,992) (1,748) (56,670) (1,437) (44,564) 
Net:change. 0.56: caddadhadnd sore dha ba bay 15 $ 8,369 3,214 $199,615 10,260 $577,084 


e We intend to continue to repurchase shares of Common Stock in order to replace Treasury Stock shares 
issued for exercised stock options. The value of shares purchased in a given period will vary based on 


stock options exercised over time and market conditions. 


¢ During 2006, we completed share repurchase programs of $250 million approved in April 2005 and 
$500 million approved in December 2005. In December 2006, our Board of Directors approved an 
additional $250 million share repurchase program. As of December 31, 2008, $100.0 million remained 


available for repurchases of Common Stock under this program. 
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Cumulative Share Repurchases and Issuances 


A summary of cumulative share repurchases and issuances is as follows: 


Shares Dollars 
In thousands 
Shares repurchased under authorized programs: 


Open market repurchases. 2. os.e dsc ews ye digpaie’ s dearth e od Roe ae, ppc slaaneouasale dus 57,436 $1,984,431 
Repurchases from the Milton Hershey School Trust ................0.00 000 0- 11,918 245,550 
MATES: TEUTCM is, isin eis hhc eaiacs ettehad tisha eet dressed & BR Ree Soe peed ay dealt ant (1,056) (12,820) 
Total repurchases under authorized programs .......... 0... c cece eee eee eae 68,298 2,217,161 
Privately negotiated purchases from the Milton Hershey School Trust ............... 67,282 = 1,501,373 
Shares reissued for stock option obligations, supplemental retirement contributions, and 
employee stock ownership trust obligations ............. 0.0.0... cece eee eee ee (29,090) (762,543) 
Shares repurchased to replace reissued shares ........ 0.0.0 c cece eee eee eee ene 26,377 1,053,940 
Total held as Treasury Stock as of December 31, 2008 .......... 0.0.00... ce eee eee 132,867 $4,009,931 


Borrowing Arrangements 


We maintain debt levels we consider prudent based on our cash flow, interest coverage ratio and percentage 
of debt to capital. We use debt financing to lower our overall cost of capital which increases our return on 
stockholders’ equity. 


¢ In December 2006, we entered into a five-year agreement establishing an unsecured committed 
revolving credit facility to borrow up to $1.1 billion, with an option to increase borrowings to $1.5 
billion with the consent of the lenders. During the fourth quarter of 2007, the lenders approved an 
extension of this agreement by one year in accordance with our option under the agreement. The five- 
year agreement will now expire in December 2012. As of December 31, 2008, $1.1 billion was available 
to borrow under the agreement. The unsecured revolving credit agreement contains certain financial and 
other covenants, customary representations, warranties, and events of default. As of December 31, 2008, 
we complied with all of these covenants. We may use these funds for general corporate purposes, 
including commercial paper backstop and business acquisitions. 


e In August 2007, we entered into an unsecured revolving short-term credit agreement to borrow up to an 
additional $300 million because we believed at the time that seasonal working capital needs, share 
repurchases and other business activities would cause our borrowings to exceed the $1.1 billion 
borrowing limit available under our five-year credit agreement. We used the funds borrowed under this 
new agreement for general corporate purposes, including commercial paper backstop. Although the new 
agreement was scheduled to expire in August 2008, we elected to terminate it in June 2008 because we 
determined that we no longer needed the additional borrowing capacity provided by the agreement. 


e In March 2006, we entered into a short-term credit agreement establishing an unsecured revolving credit 
facility to borrow up to $400 million through September 2006. In September 2006, we entered into an 
agreement amending the short-term facility. The amended agreement reduced the credit limit from $400 
million to $200 million and expired on December 1, 2006. We used the funds for general corporate 
purposes, including commercial paper backstop. We entered into this agreement because we expected 
borrowings to exceed the $900 million credit limit available under the revolving credit agreement in 
effect at that time. 


e In addition to the revolving credit facility, we maintain lines of credit with domestic and international 
commercial banks. As of December 31, 2008, we could borrow up to approximately $67.1 million in 
various currencies under the lines of credit and as of December 31, 2007, we could borrow up to $57.0 
million. 
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Registration Statements 


e In May 2006, we filed a shelf registration statement on Form S-3 that registered an indeterminate 
amount of debt securities. This registration statement was effective immediately upon filing under 
Securities and Exchange Commission regulations governing “well-known seasoned issuers” (the “WKSI 
Registration Statement’). 


¢ In August 2006, we issued $250 million of 5.3% Notes due September 1, 2011, and $250 million of 
5.45% Notes due September 1, 2016. These Notes were issued under the WKSI Registration Statement. 


¢ In March 2008, we issued $250 million of 5.0% Notes due April 1, 2013. The Notes were issued under 
the WKSI Registration Statement. 


e Proceeds from the debt issuances and any other offerings under the WKSI Registration Statement may 
be used for general corporate requirements. These may include reducing existing borrowings, financing 
capital additions, funding contributions to our pension plans, future business acquisitions and working 
capital requirements. 


OFF-BALANCE SHEET ARRANGEMENTS, CONTRACTUAL OBLIGATIONS AND CONTINGENT 
LIABILITIES AND COMMITMENTS 


As of December 31, 2008, our contractual cash obligations by year were as follows: 


Payments Due by Year 
In thousands of dollars 


Contractual Obligations 2009 2010 2011 2012 2013 Thereafter Total 
Unconditional Purchase 

Obligations .......... $1,103,400 $492,400 $122,100 $ 84,900 $ — § — $1,802,800 
Non-cancelable Operating 

LGaS6S: so se05. oe eee 14,857 11,188 8,911 7,960 4,269 13,919 61,104 
Long-term Debt ........ 18,384 2,990 253,298 151,799 250,000 847,867 = 1,524,338 
Total Obligations ....... $1,136,641 $506,578 $384,309 $244,659 $254,269 $861,786 $3,388,242 


In entering into contractual obligations, we have assumed the risk that might arise from the possible 
inability of counterparties to meet the terms of their contracts. We mitigate this risk by performing financial 
assessments prior to contract execution, conducting periodic evaluations of counterparty performance and 
maintaining a diverse portfolio of qualified counterparties. Our risk is limited to replacing the contracts at 
prevailing market rates. We do not expect any significant losses resulting from counterparty defaults. 


Purchase Obligations 


We enter into certain obligations for the purchase of raw materials. These obligations were primarily in the 
form of forward contracts for the purchase of raw materials from third-party brokers and dealers. These contracts 
minimize the effect of future price fluctuations by fixing the price of part or all of these purchase obligations. 
Total obligations for each year presented above, consists of fixed price contracts for the purchase of commodities 
and unpriced contracts that were valued using market prices as of December 31, 2008. 


The cost of commodities associated with the unpriced contracts is variable as market prices change over 
future periods. We mitigate the variability of these costs to the extent we have entered into commodities futures 
contracts to hedge our costs for those periods. Increases or decreases in market prices are offset by gains or losses 
on commodities futures contracts. This applies to the extent that we have hedged the unpriced contracts as of 
December 31, 2008 and in future periods by entering into commodities futures contracts. Taking delivery of and 
making payments for the specific commodities for use in the manufacture of finished goods satisfies our 
obligations under the forward purchase contracts. For each of the three years in the period ended December 31, 
2008, we satisfied these obligations by taking delivery of and making payment for the specific commodities. 
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Asset Retirement Obligations 


Our Company has a number of facilities that contain varying amounts of asbestos in certain locations within 
the facilities. Our asbestos management program is compliant with current applicable regulations. Current 
regulations require that we handle or dispose of this type of asbestos in a special manner if such facilities 
undergo major renovations or are demolished. We believe we do not have sufficient information to estimate the 
fair value of any asset retirement obligations related to these facilities. We cannot specify the settlement date or 
range of potential settlement dates and, therefore, sufficient information is not available to apply an expected 
present value technique. We expect to maintain the facilities with repairs and maintenance activities that would 
not involve or require the removal of asbestos. 


As of December 31, 2008, certain real estate associated with the closure of facilities under the global supply 
chain transformation program is being held for sale. We are not aware of any significant obligations related to the 
environmental remediation of these facilities which has not been reflected in our current estimates. 


Income Tax Obligations 


We base our deferred income taxes, accrued income taxes and provision for income taxes upon income, 
statutory tax rates, the legal structure of our Company and interpretation of tax laws. We are regularly audited by 
Federal, state and foreign tax authorities. From time to time, these audits result in assessments of additional tax. 
We maintain reserves for such assessments. We adjust the reserves, from time to time, based upon changing facts 
and circumstances, such as receiving audit assessments or clearing of an item for which a reserve has been 
established. Assessments of additional tax require cash payments. We are not aware of any significant income tax 
assessments. The amount of tax obligations is not included in the table of contractual cash obligations by year on 
page 35 because we are unable to reasonably predict the ultimate amount or timing of settlement of our reserves 
for income taxes. 


ACCOUNTING POLICIES AND MARKET RISKS ASSOCIATED WITH DERIVATIVE 
INSTRUMENTS 


We use certain derivative instruments, from time to time, including interest rate swaps, foreign currency 
forward exchange contracts and options, and commodities futures and options contracts, to manage interest rate, 
foreign currency exchange rate and commodity market price risk exposures, respectively. We enter into interest 
rate swap agreements and foreign exchange forward contracts and options for periods consistent with related 
underlying exposures. These derivative instruments do not constitute positions independent of those exposures. 
We enter into commodities futures and options contracts for varying periods. These futures and options contracts 
are intended to be, and are effective as hedges of market price risks associated with anticipated raw material 
purchases, energy requirements and transportation costs. We do not hold or issue derivative instruments for 
trading purposes and are not a party to any instruments with leverage or prepayment features. In entering into 
these contracts, we have assumed the risk that might arise from the possible inability of counterparties to meet 
the terms of their contracts. We mitigate this risk by performing financial assessments prior to contract 
execution, conducting periodic evaluations of counterparty performance and maintaining a diverse portfolio of 
qualified counterparties. We do not expect any significant losses from counterparty defaults. 


Accounting Under Statement of Financial Accounting Standards No. 133 


We account for derivative instruments in accordance with Statement of Financial Accounting Standards 
No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended (“SFAS No. 133”). SFAS 
No. 133 provides that we report the effective portion of the gain or loss on a derivative instrument designated and 
qualifying as a cash flow hedging instrument as a component of other comprehensive income. We reclassify the 
effective portion of the gain or loss on these derivative instruments into income in the same period or periods 
during which the hedged transaction affects earnings. The remaining gain or loss on the derivative instrument 
resulting from hedge ineffectiveness, if any, must be recognized currently in earnings. 
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Fair value hedges pertain to derivative instruments that qualify as a hedge of exposures to changes in the fair 
value of a firm commitment or assets and liabilities recognized on the balance sheet. For fair value hedges, we 
reflect the gain or loss on the derivative instrument in earnings in the period of change together with the 
offsetting loss or gain on the hedged item. The effect of that accounting is to reflect in earnings the extent to 
which the hedge is not effective in achieving offsetting changes in fair value. 


As of December 31, 2008, we designated and accounted for all derivative instruments, including foreign 
exchange forward contracts and commodities futures contracts, as cash flow hedges. Additional information 
regarding accounting policies associated with derivative instruments is contained in Note 5 to the Consolidated 
Financial Statements, Derivative Instruments and Hedging Activities. 


The information below summarizes our market risks associated with long-term debt and derivative 
instruments outstanding as of December 31, 2008. Note 1, Note 5 and Note 7 to the Consolidated Financial 
Statements provide additional information. 


Long-Term Debt 


The table below presents the principal cash flows and related interest rates by maturity date for long-term 
debt, including the current portion, as of December 31, 2008. We determined the fair value of long-term debt 
based upon quoted market prices for the same or similar debt issues. 


Maturity Date 
2009 2010 2011 2012 2013 Thereafter Total Fair Value 
In thousands of dollars except for rates 
Long-term Debt ..... $18,384 $2,990 $253,298 $151,799 $250,000 $847,867 $1,524,338 $1,594,973 
Interest Rate .... 10.0% 8.5% 5.4% 7.0% 5.0% 6.2% 6.0% 


We calculated the interest rates on variable rate obligations using the rates in effect as of December 31, 
2008. 


Interest Rate Swaps 


In order to minimize financing costs and to manage interest rate exposure, from time to time, we enter into 
interest rate swap agreements. 


In December 2005, we entered into forward swap agreements to hedge interest rate exposure related to 
$500 million of term financing to be executed during 2006. In February 2006, we terminated a forward swap 
agreement hedging the anticipated execution of $250 million of term financing because the transaction was no 
longer expected to occur by the originally specified time period or within an additional two-month period of time 
thereafter. We recorded a gain of $1.0 million in the first quarter of 2006 as a result of the discontinuance of this 
cash flow hedge. In August 2006, a forward swap agreement hedging the anticipated issuance of $250 million of 
10-year notes matured resulting in cash receipts of $3.7 million. The $3.7 million gain on the swap will be 
amortized as a reduction to interest expense over the term of the $250 million of 5.45% Notes due September 1, 
2016. 


As of December 31, 2008 and 2007 we were not a party to any interest rate swap agreements. 


Foreign Exchange Forward Contracts 


We enter into foreign exchange forward contracts to hedge transactions denominated in foreign currencies. 
These transactions are primarily purchase commitments or forecasted purchases of equipment, raw materials and 
finished goods. We also may hedge payment of forecasted intercompany transactions with our subsidiaries 
outside the United States. These contracts reduce currency risk from exchange rate movements. We generally 
hedge foreign currency price risks for periods from 3 to 24 months. 
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Foreign exchange forward contracts are effective as hedges of identifiable, foreign currency commitments. 
We designate our foreign exchange forward contracts as cash flow hedging derivatives. The fair value of these 
contracts is classified as either an asset or liability on the Consolidated Balance Sheets. We record gains and 
losses on these contracts as a component of other comprehensive income and reclassify them into earnings in the 
same period during which the hedged transaction affects earnings. 


A summary of foreign exchange forward contracts and the corresponding amounts at contracted forward 
rates is as follows: 


December 31, 2008 2007 
Contract Primary Contract Primary 
Amount Currencies Amount Currencies 
In millions of dollars 
Foreign exchange forward contracts Euros British pounds 
to purchase foreign currencies .... $0.8 Swiss francs $13.8 Australian dollars 
Mexican pesos Euros 
Foreign exchange forward contracts Canadian dollars Canadian dollars 
to sell foreign currencies ........ $68.1 Australian dollars $86.7 Brazilian reais 


Mexican pesos 


We define the fair value of foreign exchange forward contracts as the amount of the difference between the 
contracted and current market foreign currency exchange rates at the end of the period. We estimate the fair 
value of foreign exchange forward contracts on a quarterly basis by obtaining market quotes of spot and forward 
rates for contracts with similar terms, adjusted where necessary for maturity differences. 


A summary of the fair value and market risk associated with foreign exchange forward contracts is as 
follows: 


December 31, 2008 2007 


In millions of dollars 
Fair value of foreign exchange forward contracts, net—asset (liability) ............. $10.3 $(2.1) 
Potential net loss in fair value of foreign exchange forward contracts of ten percent 


resulting from a hypothetical near-term adverse change in market rates ........... $10 $ 2 


Our risk related to foreign exchange forward contracts is limited to the cost of replacing the contracts at 
prevailing market rates. 


Commodities—Price Risk Management and Futures Contracts 


Our most significant raw material requirements include cocoa products, sugar, dairy products, peanuts and 
almonds. The cost of cocoa products and prices for related futures contracts historically have been subject to 
wide fluctuations attributable to a variety of factors. These factors include: 


e the effect of weather on crop yield; 

e imbalances between supply and demand; 

* currency exchange rates; 

¢ political unrest in producing countries; and 


¢ — speculative influences. 
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We use futures and options contracts in combination with forward purchasing of cocoa products, sugar, corn 
sweeteners, natural gas, fuel oil and certain dairy products primarily to provide favorable pricing opportunities 
and flexibility in sourcing our raw material and energy requirements. We attempt to minimize the effect of future 
price fluctuations related to the purchase of raw materials by using forward purchasing to cover future 
manufacturing requirements generally for 3 to 24 months. However, the dairy futures markets are not as 
developed as many of the other commodities markets and, therefore, there are limited opportunities to hedge our 
costs by taking forward positions to extend coverage beyond three to six months. We use fuel oil futures 
contracts to minimize price fluctuations associated with our transportation costs. Our commodity procurement 
practices are intended to reduce the risk of future price increases and provide visibility to future costs, but also 
may potentially limit our ability to benefit from possible price decreases. 


During 2008, cocoa prices traded in a range between $.86 and $1.50 per pound, based on the prices of 
IntercontinentalExchange futures contracts. Cocoa futures traded at prices which were near 30-year highs by 
mid-year primarily reflecting speculative commodity fund trading activity. During the fourth quarter of 2008, a 
reduction in anticipated demand associated with deteriorating economic conditions in addition to strengthening 
of the U.S. dollar in relation to other relevant foreign currencies resulted in the significant liquidation of cocoa 
futures positions by speculative commodity funds. This resulted in a substantial decrease in cocoa futures market 
prices near the end of the year. 


During 2008, dairy prices have come down from unprecedented highs set in 2007, starting the year at nearly 
$.20 per pound and dropping to $.15 per pound on a class II fluid milk basis. Prices have weakened in response 
to strong production of milk and dairy products and slowing demand worldwide. 


We account for commodities futures contracts in accordance with SFAS No. 133. We make or receive cash 
transfers to or from commodity futures brokers on a daily basis reflecting changes in the value of futures 
contracts on the IntercontinentalExchange or various other exchanges. These changes in value represent 
unrealized gains and losses. We report these cash transfers as a component of other comprehensive income. The 
cash transfers offset higher or lower cash requirements for the payment of future invoice prices of raw materials, 
energy requirements and transportation costs. Futures held in excess of the amount required to fix the price of 
unpriced physical forward contracts are effective as hedges of anticipated purchases. 


Sensitivity Analysis 


The following sensitivity analysis reflects our market risk to a hypothetical adverse market price movement 
of ten percent, based on our net commodity positions at four dates spaced equally throughout the year. Our net 
commodity positions consist of the amount of futures contracts we hold over or under the amount of futures 
contracts we need to price unpriced physical forward contracts for the same commodities. Inventories, priced 
forward contracts and estimated anticipated purchases not yet under contract were not included in the sensitivity 
analysis calculations. We define a loss, for purposes of determining market risk, as the potential decrease in fair 
value or the opportunity cost resulting from the hypothetical adverse price movement. The fair values of net 
commodity positions reflect quoted market prices or estimated future prices, including estimated carrying costs 
corresponding with the future delivery period. 


For the years ended December 31, 2008 2007 


Market Risk Market Risk 
Fair (Hypothetical Fair (Hypothetical 
Value 10% Change) Value 10% Change) 


In millions of dollars 


Highest long position ........ 00... c eee eee eee $(357.1) $35.7 $112.5) = $11.3 
Lowest long position .. 0.0.0... 0... cece eae (574.1) 57.4 (460.9) 46.1 
Average position (long) ...... 0... cece eee ee eee eae (440.6) 44.1 (317.0) 31.7 


The decrease in fair values from 2007 to 2008 primarily reflected a decrease in net commodity positions, 
which more than offset the impact of higher prices in 2008. The negative positions primarily resulted as unpriced 
physical forward contract futures requirements exceeded the amount of commodities futures that we held at 
certain points in time during the years. 


Sensitivity analysis disclosures represent forward-looking statements which are subject to certain risks and 
uncertainties that could cause our actual results to differ materially from those presently anticipated or projected. 
Factors that could affect the sensitivity analysis disclosures include: 


¢ — significant increases or decreases in market prices reflecting fluctuations attributable to the effect of 
weather on crop yield; 


e imbalances between supply and demand; 
* currency exchange rates; 

¢ political unrest in producing countries; 

¢ speculative influences; and 


¢ changes in our hedging strategies. 


USE OF ESTIMATES AND OTHER CRITICAL ACCOUNTING POLICIES 


Our consolidated financial statements are prepared in accordance with GAAP. In various instances, GAAP 
requires management to make estimates, judgments and assumptions that affect the amounts reported in the 
consolidated financial statements and accompanying notes. We believe that our most critical accounting policies 
and estimates relate to the following: 


¢ Accounts Receivable—Trade 

¢ Accrued Liabilities 

e Pension and Other Post-Retirement Benefits Plans 
¢ Goodwill and Other Intangible Assets 


¢ Commodities Futures Contracts 


Management has discussed the development, selection and disclosure of critical accounting policies and 
estimates with the Audit Committee of our Board of Directors. While we base estimates and assumptions on our 
knowledge of current events and actions we may undertake in the future, actual results may ultimately differ 
from these estimates and assumptions. For a discussion of our significant accounting policies, refer to Note | of 
the Notes to Consolidated Financial Statements. 


Accounts Receivable—Trade 


In the normal course of business, we extend credit to customers that satisfy pre-defined credit criteria based 
upon the results of our recurring financial account reviews and our evaluation of the current and projected 
economic conditions. Our primary concentration of credit risk is associated with McLane Company, Inc., one of 
the largest wholesale distributors in the United States to convenience stores, drug stores, wholesale clubs and 
mass merchandisers. McLane Company, Inc. accounted for approximately 27.3% of our total accounts receivable 
as of December 31, 2008. As of December 31, 2008, no other customer accounted for more than 10% of our total 
accounts receivable. We believe that we have little concentration of credit risk associated with the remainder of 
our customer base. 
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Accounts Receivable—Trade, as shown on the Consolidated Balance Sheets, were net of allowances and 
anticipated discounts. An allowance for doubtful accounts is determined through analysis of the following: 


e Aging of accounts receivable at the date of the financial statements; 

e Assessments of collectibility based on historical trends; and 

e Evaluation of the impact of current and projected economic conditions. 

We monitor the collectibility of our accounts receivable on an ongoing basis by analyzing aged accounts 
receivable, assessing the credit worthiness of our customers and evaluating the impact of reasonably likely 


changes in economic conditions that may impact credit risks. Estimates with regard to the collectibility of 
accounts receivable are reasonably likely to change in the future. 


Information on our Accounts Receivable—Trade, related expenses and assumptions is as follows: 


For the three-year period 2006-2008 
In millions of dollars, except percents 

Average expense for potential uncollectible accounts ..... 0.0... 0 cc eee eee $1.0 
Average write-offs of uncollectible accounts .. 00.0.0... eee eee eens $1.1 
Allowance for doubtful accounts as a percentage of gross accounts receivable ................... 1% —2% 


e We recognize the provision for uncollectible accounts as selling, marketing and administrative expense 
in the Consolidated Statements of Income. 


e If we made reasonably possible near-term changes in the most material assumptions regarding 
collectibility of accounts receivable, our annual provision could change within the following range: 


e A reduction in expense of approximately $4.5 million; and 
e An increase in expense of approximately $4.8 million. 


¢ Changes in estimates for future uncollectible accounts receivable would not have a material impact on 
our liquidity or capital resources. 


Accrued Liabilities 


Accrued liabilities requiring the most difficult or subjective judgments include liabilities associated with 
marketing promotion programs and potentially unsaleable products. 


Liabilities associated with marketing promotion programs 


We recognize the costs of marketing promotion programs as a reduction to net sales along with a 
corresponding accrued liability based on estimates at the time of revenue recognition. 


Information on our promotional costs and assumptions is as follows: 


For the years ended December 31, 2008 2007 2006 
In millions of dollars 
PromouGnal :cOSts'.26 ess.os. So ba see wets ond Haddon da edo Gin 6 eae $766.6 $702.1 $631.7 


e We determine the amount of the accrued liability by: 
e Analysis of programs offered; 
e Historical trends; 
e Expectations regarding customer and consumer participation; 


e Sales and payment trends; and 
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e Experience with payment patterns associated with similar, previously offered programs. 


The estimated costs of these programs are reasonably likely to change in the future due to changes in 
trends with regard to customer and consumer participation, particularly for new programs and for 
programs related to the introduction of new products. 


Reasonably possible near-term changes in the most material assumptions regarding the cost of 
promotional programs could result in changes within the following range: 


e A reduction in costs of approximately $14.5 million 
e An increase in costs of approximately $6.0 million 
Changes in these assumptions would affect net sales and income before income taxes. 


Over the three-year period ended December 31, 2008, actual promotion costs have not deviated from the 
estimated amounts by more than 4%. 


Changes in estimates related to the cost of promotional programs would not have a material impact on 
our liquidity or capital resources. 


Liabilities associated with potentially unsaleable products 


At the time of sale, we estimate a cost for the possibility that products will become aged or unsaleable in 
the future. The estimated cost is included as a reduction to net sales. 


A related accrued liability is determined using statistical analysis that incorporates historical sales 
trends, seasonal timing and sales patterns, and product movement at retail. 


Estimates for costs associated with unsaleable products may change as a result of inventory levels in the 
distribution channel, current economic trends, changes in consumer demand, the introduction of new 
products and changes in trends of seasonal sales in response to promotional programs. 


Over the three-year period ended December 31, 2008, costs associated with aged or unsaleable products 
have amounted to approximately 2% of gross sales. 


Reasonably possible near-term changes in the most material assumptions regarding the estimates of such 
costs would have increased or decreased net sales and income before income taxes in a range from $.9 
million to $1.8 million. 


Over the three-year period ended December 31, 2008, actual costs have not deviated from our estimates 
by more than approximately 1%. 


Reasonably possible near-term changes in the estimates of costs associated with unsaleable products 
would not have a material impact on our liquidity or capital resources. 


Pension and Other Post-Retirement Benefit Plans 


Overview 


We sponsor a number of defined benefit pension plans. The primary plans are The Hershey Company 
Retirement Plan and The Hershey Company Retirement Plan for Hourly Employees. These are cash balance 
plans that provide pension benefits for most domestic employees hired prior to January 1, 2007. We monitor 
legislative and regulatory developments regarding cash balance plans, as well as recent court cases, for any 
impact on our plans. We also sponsor two primary post-retirement benefit plans. The health care plan is 
contributory, with participants’ contributions adjusted annually, and the life insurance plan is non-contributory. 


We fund domestic pension liabilities in accordance with the limits imposed by the Employee Retirement 
Income Security Act of 1974 and Federal income tax laws. Beginning January 1, 2008, we complied with the 
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funding requirements of the Pension Protection Act of 2006. We fund non-domestic pension liabilities in 
accordance with laws and regulations applicable to those plans. We broadly diversify our pension plan assets, 
consisting primarily of domestic and international common stocks and fixed income securities. Short-term and 
long-term liabilities associated with benefit plans are primarily determined based on actuarial calculations. These 
calculations consider payroll and employee data, including age and years of service, along with actuarial 
assumptions at the date of the financial statements. We take into consideration long-term projections with regard 
to economic conditions, including interest rates, return on assets and the rate of increase in compensation levels. 
With regard to liabilities associated with post-retirement benefit plans that provide health care and life insurance, 
we take into consideration the long-term annual rate of increase in the per capita cost of the covered benefits. In 
compliance with the provisions of Statement of Financial Accounting Standards No. 87, Employers’ Accounting 
for Pensions, and Statement of Financial Accounting Standards No. 106, Employers’ Accounting for 
Postretirement Benefits Other Than Pensions, we review the discount rate assumptions and may revise them 
annually. The expected long-term rate of return on assets assumption (“asset return assumption”) for funded 
plans is by its nature of a longer duration and revised only when long-term asset return projections demonstrate 
that need. 


In September 2006, the FASB issued Statement of Financial Accounting Standards No. 158, Employers’ 
Accounting for Defined Benefit Pension and Other Postretirement Plans, an amendment of FASB Statements 
No. 87, 88, 106, and 132 (R) (“SFAS No. 158”). SFAS No. 158 requires an employer that is a business entity and 
sponsors one or more single-employer defined benefit plans to: 


e Recognize the funded status of a benefit plan—measured as the difference between plan assets at fair 
value and the benefit obligation—in its statement of financial position. For a pension plan, the benefit 
obligation is the projected benefit obligation; for any other post-retirement benefit plan, such as a retiree 
health care plan, the benefit obligation is the accumulated post-retirement benefit obligation. 


e Recognize as a component of other comprehensive income, net of tax, the gains or losses and prior 
service costs or credits that arise during the period but are not recognized as components of net periodic 
benefit cost. 


e¢ Measure defined benefit plan assets and obligations as of the date of the employer’s fiscal year-end 
statement of financial position. 


¢ Disclose in the notes to financial statements additional information about certain effects on net periodic 
benefit cost for the next fiscal year that arise from delayed recognition of the gains or losses, prior 
service costs or credits, and transition asset or obligation. 


We adopted the recognition and related disclosure provisions of SFAS No. 158 as of December 31, 2006. 


Pension Plans 


Our pension plan costs and related assumptions were as follows: 


For the years ended December 31, 2008 2007 2006 

In millions of dollars 

Net periodic pension benefit (income) costs ........... 00sec eee eee eee $(17.4) $(9.0) $25.3 
Assumptions: 

Average discount rate assumptions—net periodic benefit cost calculation ............ 6.3% 5.8% 5.4% 
Average discount rate assumptions—benefit obligation calculation ................. 6.4% 6.2% 5.7% 
ASSet TetUIN ASSUMPUIONS.  o260 cds ne soe hee eee eee ee eee ee 8.5% 85% 8.5% 
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Net Periodic Pension Benefit Costs 


We recorded net periodic pension benefit income in 2008 primarily due to the modifications announced in 
October 2006 which reduced future benefits under The Hershey Company Retirement Plan, The Hershey 
Company Retirement Plan for Hourly Employees and the Supplemental Executive Retirement Plan and the 
impact of a higher discount rate assumption as of December 31, 2007. We expect to incur periodic pension 
benefit costs in 2009 of approximately $50 million compared with income of approximately $17.4 million in 
2008, principally as a result of the significant decline in the value of pension plan assets during 2008 reflecting 
the unprecedented volatility and deterioration in financial market and economic conditions. 


Actuarial gains and losses may arise when actual experience differs from assumed experience or when we 
revise the actuarial assumptions used to value the plans’ obligations. We only amortize the unrecognized net 
actuarial gains/losses in excess of 10% of a respective plan’s projected benefit obligation, or the fair market value 
of assets, if greater. The estimated recognized net actuarial loss component of net periodic pension benefit 
expense for 2009 is $33.6 million. The 2008 recognized net actuarial gain component of net periodic pension 
benefit income was $.5 million. Projections beyond 2009 are dependent on a variety of factors such as changes to 
the discount rate and the actual return on pension plan assets. 


Average Discount Rate Assumption—Net Periodic Benefit (Income) Costs 


The discount rate represents the estimated rate at which we could effectively settle our pension benefit 
obligations. In order to estimate this rate for 2008 and 2007, a single effective rate of discount was determined by 
our actuaries after discounting the pension obligation’s cash flows using the spot rate of matching duration from 
the Citigroup Pension Discount Curve. 


The use of a different discount rate assumption can significantly affect net periodic benefit (income) cost: 


e A one-percentage point decrease in the discount rate assumption would have decreased 2008 net 
periodic pension benefit income by $9.3 million. 


e A one-percentage point increase in the discount rate assumption would have increased 2008 net periodic 
pension benefit income by $2.6 million. 


Average Discount Rate Assumption—Benefit Obligations 


The discount rate assumption to be used in calculating the amount of benefit obligations is determined in the 
same manner as the average discount rate assumption used to calculate net periodic benefit (income) cost as 
described above. We increased our 2008 discount rate assumption due to the increasing interest rate environment 
consistent with the duration of our pension plan liabilities. 


The use of a different discount rate assumption can significantly affect the amount of benefit obligations: 


e A one-percentage point decrease in the discount rate assumption would have increased the 
December 31, 2008 pension benefits obligations by $96.6 million. 


e A one-percentage point increase in the discount rate assumption would have decreased the 
December 31, 2008 pension benefits obligations by $81.8 million. 
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Asset Return Assumptions 


We based the expected return on plan assets component of net periodic pension benefit (income) costs on 
the fair market value of pension plan assets. To determine the expected return on plan assets, we consider the 
current and expected asset allocations, as well as historical and expected returns on the categories of plan assets. 
The historical geometric average return over the 21 years prior to December 31, 2008 was approximately 7.7%. 
The actual return on assets was as follows: 


For the years ended December 31, 2008 2007 2006 
Actual (loss) return on assetS .. 2.0... 0.0 e eee eee eens (24.1)% 7.1% 15.7% 


The use of a different asset return assumption can significantly affect net periodic benefit (income) cost: 


e A one-percentage point decrease in the asset return assumption would have decreased 2008 net periodic 
pension benefit income by $13.2 million. 


e A one-percentage point increase in the asset return assumption would have increased 2008 net periodic 
pension benefit income by $13.0 million. 


Our asset investment policies specify ranges of asset allocation percentages for each asset class. The ranges 
for the domestic pension plans were as follows: 


Asset Class Allocation Range 
Equity SCCUrUES «2 os20 et seo hb Sad Ke ee eee ee oe ee oN 58% — 85% 
Debt securities .. 0.0.0... cece eee eee eeeeee 15% —42% 
Cash and certain other investments .......... 0.00.0: e eee 0% — 5% 


As of December 31, 2008, actual allocations were within the specified ranges. We expect the level of 
volatility in pension plan asset returns to be in line with the overall volatility of the markets and weightings 
within the asset classes. As of December 31, 2008, the benefit plan fixed income assets were invested primarily 
in conventional instruments benchmarked to the Barclays Capital U.S. Aggregate Bond Index and direct 
exposure to highly volatile, risky sectors, such as sub-prime mortgages, was minimal. 


For 2008 and 2007, minimum funding requirements for the plans were not material. However, we made 
contributions of $32.8 million in 2008 and $15.8 million in 2007 to improve the funded status of our qualified 
plans and for the payment of benefits under our non-qualified pension plans. These contributions were fully tax 
deductible. A one-percentage point change in the funding discount rate would not have changed the 2008 
minimum funding requirements significantly for the domestic plans. For 2009, there are no significant minimum 
funding requirements for our pension plans. 


Post-Retirement Benefit Plans 


Other post-retirement benefit plan costs and related assumptions were as follows: 


For the years ended December 31, 2008 2007 2006 

In millions of dollars 

Net periodic other post-retirement benefit cost ............... $21.6 $24.7 $28.7 
Assumptions: 

Average discount rate assumption .....................000. 6.3% 58% 54% 
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The use of a different discount rate assumption can significantly affect net periodic other post-retirement 
benefit cost: 


e A one-percentage point decrease in the discount rate assumption would have decreased 2008 net 
periodic other post-retirement benefit cost by $.6 million. 


e A one-percentage point increase in the discount rate assumption would have increased 2008 net periodic 
other post-retirement benefit cost by $1.0 million. 


Other post-retirement benefit obligations and assumptions were as follows: 


December 31, 2008 2007 

In millions of dollars 

Other post-retirement benefit obligation .......................00. $315.4 $362.9 
Assumptions: 

Benefit obligations discount rate assumption ..................000. 6.4% 6.2% 


e A one-percentage point decrease in the discount rate assumption would have increased the 
December 31, 2008 other post-retirement benefits obligations by $28.1 million. 


e A one-percentage point increase in the discount rate assumption would have decreased the 
December 31, 2008 other post-retirement benefits obligations by $23.8 million. 


Goodwill and Other Intangible Assets 


We account for goodwill and other intangible assets in accordance with Statement of Financial Accounting 
Standards No. 142, Goodwill and Other Intangible Assets. This standard classifies intangible assets into three 
categories: (1) intangible assets with definite lives subject to amortization; (2) intangible assets with indefinite 
lives not subject to amortization; and (3) goodwill. For intangible assets with definite lives, the standard requires 
impairment testing if conditions exist that indicate the carrying value may not be recoverable. For intangible 
assets with indefinite lives and for goodwill, the standard requires impairment testing at least annually or more 
frequently if events or circumstances indicate that these assets might be impaired. 


We use a two-step process to evaluate goodwill for impairment. In the first step, we compare the fair value 
of each reporting unit with the carrying amount of the reporting unit, including goodwill. We estimate the fair 
value of the reporting unit based on discounted future cash flows. If the estimated fair value of the reporting unit 
is less than the carrying amount of the reporting unit, we complete a second step to determine the amount of the 
goodwill impairment that we should record. In the second step, we determine an implied fair value of the 
reporting unit’s goodwill by allocating the reporting unit’s fair value to all of its assets and liabilities other than 
goodwill (including any unrecognized intangible assets). We compare the resulting implied fair value of the 
goodwill to the carrying amount and record an impairment charge for the difference. 


The assumptions we used to estimate fair value are based on the past performance of each reporting unit and 
reflect the projections and assumptions that we use in current operating plans. We also consider assumptions that 
market participants may use. Such assumptions are subject to change due to changing economic and competitive 
conditions. 


Our other intangible assets consist primarily of customer-related intangible assets, patents and trademarks 
obtained through business acquisitions. We amortize customer-related intangible assets and patents over their 
estimated useful lives. The useful lives of trademarks were determined to be indefinite and, therefore, we do not 
amortize them. We evaluate our trademarks for impairment by comparing the carrying amount of the assets to 
their estimated fair value. The fair value of trademarks is calculated using a “relief from royalty payments” 
methodology. This approach involves two steps. In the first step, we estimate reasonable royalty rates for each 
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trademark. In the second step, we apply these royalty rates to a net sales stream and discount the resulting cash 
flows to determine fair value. This fair value is then compared with the carrying value of each trademark. If the 
estimated fair value is less than the carrying amount, we record an impairment charge to reduce the asset to its 
estimated fair value. The estimates of future cash flows are generally based on past performance of the brands 
and reflect net sales projections and assumptions for the brands that we use in current operating plans. We also 
consider assumptions that market participants may use. Such assumptions are subject to change due to changing 
economic and competitive conditions. 


The Company performs annual impairment tests in the fourth quarter of each year or when circumstances 
arise that indicate a possible impairment might exist. Due to reduced expectations for future sales and cash flows 
compared with the valuations at the acquisition dates, we determined that the carrying amounts of certain 
trademarks, primarily the Mauna Loa brand, exceeded their estimated fair value and recorded total non-cash 
impairment charges of $45.7 million in December 2008. 


As a result of reduced expectations for future cash flows resulting from lower expected profitability, we 
determined that the carrying amount of our wholly-owned subsidiary, Hershey do Brasil, exceeded its fair value 
and recorded a non-cash impairment charge of $12.3 million in December 2007. There was no tax benefit 
associated with these charges. We discuss the impairment testing results in more detail in Note | and Note 17 to 
the Consolidated Financial Statements. We determined that none of our goodwill or other intangible assets, with 
the exception of the aforementioned trademarks and Brazil goodwill, were impaired as of December 31, 2008 
and 2007 based on our annual impairment evaluation. 


Commodities Futures and Options Contracts 


We use futures and options contracts in combination with forward purchasing of cocoa products and other 
commodities primarily to reduce the risk of future price increases, provide visibility to future costs and take 
advantage of market fluctuations. Accounting for commodities futures and options contracts is in accordance 
with SFAS No. 133. Additional information with regard to accounting policies associated with commodities 
futures and options contracts and other derivative instruments is contained in Note 5, Derivative Instruments and 
Hedging Activities. 


Our gains (losses) on cash flow hedging derivatives were as follows: 


For the years ended December 31, 2008 2007 2006 
In millions of dollars ~~ 
Net after-tax gains on cash flow hedging derivatives ................... $11.5 $68 $11.4 
Reclassification adjustments from accumulated other comprehensive loss to 

WA COME che: acelusd x end Ae gatheoe ance a tn ded a age Sede Ok aed ora A he Saas (34.1) 2 (5.3) 
Hedge ineffectiveness (losses) gains recognized in cost of sales, before 

LAK. a sasaslancy dos, steer Seb fos os doar nel kD ee ey ala pe Sea mee tainaen nee ace (.1) (.5) 2.0 


e We reflected reclassification adjustments related to gains or losses on commodities futures and options 
contracts in cost of sales. 


e No gains or losses on commodities futures and options contracts resulted because we discontinued a 
hedge due to the probability that the forecasted hedged transaction would not occur. 


e We recognized no components of gains or losses on commodities futures and options contracts in 
income due to excluding such components from the hedge effectiveness assessment. 


The amount of net losses on cash flow hedging derivatives, including foreign exchange forward contracts 
and commodities futures and options contracts, expected to be reclassified into earnings in the next twelve 
months was approximately $17.0 million after tax as of December 31, 2008. This amount is primarily associated 
with commodities futures contracts. 
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RETURN MEASURES 


We believe that two important measures of profitability are operating return on average stockholders’ equity 
and operating return on average invested capital. These operating return measures calculated in accordance with 
GAAP are presented on the SIX-YEAR CONSOLIDATED FINANCIAL SUMMARY on page 18 with the 
directly comparable Non-GAAP operating return measures. The Non-GAAP operating return measures are 
calculated using Non-GAAP Income excluding items affecting comparability. A reconciliation of Net Income 
presented in accordance with GAAP to Non-GAAP Income excluding items affecting comparability is provided 
on pages 19 and 20, along with the reasons why we believe that the use of Non-GAAP Income in these 
calculations provides useful information to investors. 


Operating Return on Average Stockholders’ Equity 


Operating return on average stockholders’ equity is calculated by dividing net income by the average of 
beginning and ending stockholders’ equity. To calculate Non-GAAP operating return on average stockholders’ 
equity, we define Non-GAAP Income as net income adjusted to exclude certain items. These items include the 
following: 


e  After-tax effect of the business realignment and impairment charges in 2008, 2007, 2006, 2005 and 
2003 


e Adjustment to income tax contingency reserves which reduced the provision for income taxes in 2004 


e  After-tax gain on the sale of a group of our gum brands in 2003 


Our operating return on average stockholders’ equity, GAAP basis, was 68.4% in 2008. Our Non-GAAP 
operating return on average stockholders’ equity was 94.5% in 2008. The increase in operating return on average 
stockholders’ equity in 2008 compared with 2007 was principally due to a reduction in equity related to reduced 
pension plan assets and the impact of cumulative translation adjustments. Over the last six years, our Non-GAAP 
operating return on stockholders’ equity has ranged from 33.2% in 2003 to 94.5% in 2008. 


Operating Return on Average Invested Capital 


Operating return on average invested capital is calculated by dividing earnings by average invested capital. 
Average invested capital consists of the annual average of the beginning and ending balances of long-term debt, 
deferred income taxes and stockholders’ equity. 


For the calculation of operating return on average invested capital, GAAP basis, earnings is defined as net 
income adjusted to add back the after-tax effect of interest on long-term debt. For the calculation of the 
Non-GAAP operating return measure, we define earnings as net income adjusted to add back the after-tax effect 
of interest on long-term debt excluding the following: 


e After-tax effect of the business realignment and impairment charges in 2008, 2007, 2006, 2005 and 
2003 


e Adjustment to income tax contingency reserves on the provision for income taxes in 2004 
e After-tax gain on the sale of a group of our gum brands in 2003 
Our operating return on average invested capital, GAAP basis, was 19.0% in 2008. Our Non-GAAP 


operating return on average invested capital was 25.1% in 2008. Over the last six years, our Non-GAAP 
operating return on average invested capital has ranged from 18.9% in 2003 to 26.8% in 2005 and 2006. 
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OUTLOOK 


The outlook section contains a number of forward-looking statements, all of which are based on current 
expectations. Actual results may differ materially. Refer to Risk Factors beginning on page 10 for information 
concerning the key risks to achieving our future performance goals. 


During 2008, we announced a new consumer-driven business model with a comprehensive approach 
intended to deliver sustainable growth over the coming years. Our financial targets include long-term 
consolidated net sales growth in the three to five percent range and increases in earnings per share-diluted, 
excluding items affecting comparability, at an annual rate of six to eight percent. Items affecting comparability 
include business realignment and impairment charges and credits, gains or losses on the sale of certain 
businesses, and certain other items. 


Our net sales growth will primarily leverage our core portfolio of brands in the United States. We expect to 
improve our price-value equation through package and product upgrades and merchandising innovation resulting 
in increased price realization. We also expect growth from our international businesses primarily in faster- 
growing emerging markets. 


For 2009, we expect net sales growth of two to three percent from our pricing actions and core brand sales 
growth. We expect unit sales volume to decline in the United States due to the elasticity effects of price increases 
implemented during 2008 which will result in higher everyday and promoted prices for consumers. The impact of 
the declines in unit sales volume is expected to be more than offset by price realization. We expect growth in net 
sales for our international business at rates greater than in the United States, offset somewhat by the impact of 
unfavorable foreign currency exchange rates. 


Considering the significant increases in raw material prices and other input costs and the extreme volatility 
in market prices, we expect substantial cost increases in 2009. While commodity spot prices have moderated 
somewhat, we expect costs for our key inputs to remain volatile and above historical averages on a spot basis. 
We now expect our commodity cost basket to increase by approximately $175 million in 2009 compared with 
2008. The financial market and credit crisis have not had a material affect on our business operations or liquidity 
to-date. However, the extraordinary decline in the financial markets in 2008 significantly reduced the fair value 
of our pension plan assets which is expected to result in an increase in 2009 pension expense of approximately 
$70 million. Despite these increases we plan to continue to invest in our core brands in the U.S. and key 
international markets to build on our momentum. Specifically, advertising expense is expected to increase by $30 
million to $35 million in 2009. These cost increases will be more than offset by higher net pricing, savings from 
the global supply chain transformation program and on-going operating productivity improvement. Earnings per 
share-diluted, excluding items affecting comparability, is expected to increase in 2009, however, due to the 
significant commodity and pension cost increases, higher levels of core brand investment spending and current 
macroeconomic conditions, we expect growth to be at a rate below our long-term objective of six to eight 
percent. 


For 2009, we expect total pre-tax business realignment and impairment charges for our global supply chain 
transformation program, including the increase in the scope of the program, to be in the range of $45 million to 
$70 million, excluding possible increases in pension settlement charges discussed below. Total charges 
associated with our business realignment initiatives in 2009 are expected to reduce earnings per share-diluted by 
$0.13 to $0.20. 


Outlook for Global Supply Chain Transformation Program 


We expect total pre-tax charges and non-recurring project implementation costs for the global supply chain 
transformation program to be at the upper end of the $575 million to $600 million range. This includes pension 
settlement charges recorded in 2007 and 2008 as required in accordance with Financial Accounting Standards 
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Board Statement of Financial Accounting Standards No. 88, Employers’ Accounting for Settlements and 
Curtailments of Defined Benefit Pension Plans and for Termination Benefits (as amended) (“SFAS No. 88”). 
Pension settlement charges are non-cash charges for the Company. Such charges accelerate the recognition of 
pension expenses related to actuarial gains and losses resulting from interest rate changes and differences in 
actual versus assumed returns on pension assets. The Company normally amortizes actuarial gains and losses 
over a period of about 13 years. 


The global supply chain transformation program charges recorded in 2007 and in 2008 have included 
pension settlement charges of approximately $24.6 million as employees leaving the Company under the 
program have been withdrawing lump sums from the defined benefit pension plans. These charges are included 
in the current global supply chain transformation program estimates of $575 million to $600 million. 


In addition to the settlement charges reflected above, additional SFAS No. 88 pension settlement charges of 
up to $65 million may be incurred depending on decisions of impacted hourly employees to withdraw funds 
during 2009 and 2010. The amount of the potential charges has increased significantly as a result of the recent 
declines in the financial markets. The likely range of possible additional charges for 2009° is zero to $50 million. 
There would be no charge if withdrawals by hourly employees are below the SFAS No. 88 settlement threshold 
level and $50 million, based on current market conditions, if they are above the threshold level. 


SUBSEQUENT EVENT 


On February 16, 2009, we announced that Kenneth L. Wolfe, our non-executive Chairman of the Board of 
Directors, had resigned from our Board effective immediately. His resignation followed a request from the 
Milton Hershey School Trust that he not stand for re-election at our annual meeting of stockholders on April 30, 
2009. The Milton Hershey School Trust indicated that it wanted to have one of its representatives on our Board 
serve as Chairman of the Board. 


Our Board of Directors also announced its unanimous election of Director James E. Nevels to succeed 
Mr. Wolfe as non-executive Chairman of our Board of Directors. Mr. Nevels has served on our Board since 
November 2007. 


NEW ACCOUNTING PRONOUNCEMENTS 


In December 2007, the FASB issued Statement of Financial Accounting Standards No. 141 (revised 2007), 
Business Combinations (“SFAS No. 141(R)’). The objective of SFAS No. 141(R) is to improve the relevance, 
representational faithfulness, and comparability of the information that a reporting entity provides in its financial 
reports about a business combination and its effects. SFAS No. 141(R) establishes principles and requirements 
for how the acquirer: 


¢ Recognizes and measures in its financial statements the identifiable assets acquired, the liabilities 
assumed and any noncontrolling interest in the acquiree; 


e Recognizes and measures the goodwill acquired in the business combination or a gain from a bargain 
purchase; 


¢ Determines what information to disclose to enable users of the financial statements to evaluate the 
nature and financial effects of the business combination. 


SFAS No. 141(R) is effective for our Company as of January 1, 2009. We currently do not expect any 
significant impact on our results of operations, financial position or cash flows as a result of the adoption of this 
new accounting standard. However, the adoption of SFAS No. 141(R) will impact the accounting for any 
business combinations occurring subsequent to December 31, 2008. 
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In December 2007, the FASB also issued Statement of Financial Accounting Standards No. 160, 
Noncontrolling Interests in Consolidated Financial Statements, an amendment of ARB No. 51 (“SFAS No. 160”). 
The objective of SFAS No. 160 is to improve the relevance, comparability and transparency of the financial 
information that a reporting entity provides in its consolidated financial statements by establishing accounting 
and reporting standards for the noncontrolling interest in a subsidiary and for the deconsolidation of a subsidiary. 
SFAS No. 160 is effective for our Company as of January 1, 2009. We do not expect any significant impact on 
financial accounting or reporting as a result of the adoption of this new accounting standard. 


In March 2008, the FASB issued Statement of Financial Accounting Standards No. 161, Disclosures about 
Derivative Instruments and Hedging Activities—an amendment of FASB Statement No. 133 (“SFAS No. 161”). 
SFAS No. 161 requires enhanced disclosures about an entity’s derivative and hedging activities. Entities will be 
required to provide enhanced disclosures about how and why an entity uses derivative instruments, how these 
instruments are accounted for, and how they affect the entity’s financial position, financial performance and cash 
flows. This new standard is effective for our Company as of January |, 2009 and we are currently evaluating the 
impact on disclosures associated with our derivative and hedging activities. 


In May 2008, the FASB issued Statement of Financial Accounting Standards No. 162, The Hierarchy of 
Generally Accepted Accounting Principles (“SFAS No. 162”). SFAS No. 162 identifies the sources of accounting 
principles and the framework for selecting the principles used in the preparation of financial statements of 
nongovernmental entities that are presented in conformity with generally accepted accounting principles in the 
United States. We do not expect any significant changes to our financial accounting and reporting as a result of 
the issuance of SFAS No. 162. 


Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 


The information required by this item with respect to market risk is set forth in the section entitled 
“Accounting Policies and Market Risks Associated with Derivative Instruments,” found on pages 36 through 40. 
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Item 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 


INDEX TO CONSOLIDATED FINANCIAL STATEMENTS 
Responsibility for Financial Statements ....... 00.0.0 cece cnet ett n eens 
Report of Independent Registered Public Accounting Firm on Consolidated Financial Statements 
Consolidated Statements of Income for the years ended December 31, 2008, 2007 and 2006 
Consolidated Balance Sheets as of December 31, 2008 and 2007... 0.0... 0.0.0... cee cee eee 
Consolidated Statements of Cash Flows for the years ended December 31, 2008, 2007 and 2006 ....... 


Consolidated Statements of Stockholders’ Equity for the years ended December 31, 2008, 2007 and 
2006 
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RESPONSIBILITY FOR FINANCIAL STATEMENTS 


The Hershey Company is responsible for the financial statements and other financial information contained 
in this report. The Company believes that the financial statements have been prepared in conformity with U.S. 
generally accepted accounting principles appropriate under the circumstances to reflect in all material respects 
the substance of applicable events and transactions. In preparing the financial statements, it is necessary that 
management make informed estimates and judgments. The other financial information in this annual report is 
consistent with the financial statements. 


The Company maintains a system of internal accounting controls designed to provide reasonable assurance 
that financial records are reliable for purposes of preparing financial statements and that assets are properly 
accounted for and safeguarded. The concept of reasonable assurance is based on the recognition that the cost of 
the system must be related to the benefits to be derived. The Company believes its system provides an 
appropriate balance in this regard. The Company maintains an Internal Audit Department which reviews the 
adequacy and tests the application of internal accounting controls. 


The 2008, 2007 and 2006 financial statements have been audited by KPMG LLP, an independent registered 
public accounting firm. KPMG LLP’s report on the Company’s financial statements is included on page 54. 


The Audit Committee of the Board of Directors of the Company, consisting solely of independent, 
non-management directors, meets regularly with the independent auditors, internal auditors and management to 
discuss, among other things, the audit scopes and results. KPMG LLP and the internal auditors both have full and 
free access to the Audit Committee, with and without the presence of management. 


Dolla oll Ufmre 


David J. West Humberto P. Alfonso 
Chief Executive Officer Chief Financial Officer 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 


The Board of Directors and Stockholders 
The Hershey Company: 


We have audited the accompanying consolidated balance sheets of The Hershey Company and subsidiaries 
(the “Company”’) as of December 31, 2008 and 2007, and the related consolidated statements of income, cash 
flows and stockholders’ equity for each of the years in the three-year period ended December 31, 2008. These 
consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to 
express an opinion on these consolidated financial statements based on our audits. 


We conducted our audits in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether the financial statements are free of material misstatement. An audit includes examining, on a test 
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating 
the overall financial statement presentation. We believe that our audits provide a reasonable basis for our 
opinion. 


In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position of The Hershey Company and subsidiaries as of December 31, 2008 and 2007, and the 
results of their operations and their cash flows for each of the years in the three-year period ended December 31, 
2008, in conformity with U.S. generally accepted accounting principles. 


As discussed in Note 1, the Company adopted Statement of Financial Accounting Standards No. 158, 
Employers’ Accounting for Defined Benefit Pensions and Other Postretirement Plans, at December 31, 2006. 


We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the effectiveness of the Company’s internal control over financial reporting as of December 31, 
2008, based on criteria established in Internal Control-Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO), and our report dated February 19, 2009 
expressed an unqualified opinion on the effectiveness of the Company’s internal control over financial reporting. 


KPric. LP 


New York, New York 
February 19, 2009 
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THE HERSHEY COMPANY 
CONSOLIDATED STATEMENTS OF INCOME 


For the years ended December 31, 2008 2007 2006 
In thousands of dollars except per share amounts 
INGE SAIOS! csceceercatertace Mepanectune due eh arin reuen wle ete muse ieacthe ris aoe SMleceae $5,132,768 $4,946,716 $4,944,230 
Costs and Expenses: 
Cost OF Sales: 2.32.35 cae ese des iiedit Sees eeshh beets 3,375,050 3,315,147 3,076,718 
Selling, marketing and administrative ..................0-. 1,073,019 895,874 860,378 
Business realignment and impairment charges, net .......... 94,801 276,868 14,576 
Total costs and expenses ......... 0.0... e ee eee eee eee 4,542,870 4,487,889 3,951,672 
Income before Interest and Income Taxes ................... 589,898 458,827 992,558 
Interest Expense, Nt. 2s icv vias ed oba se deeb eden ewes ewes 97,876 118,585 116,056 
Income before Income Taxes .................0 00 0c cee eens 492,022 340,242 876,502 
Provision for income taxeS ....... 0.00... cece eee 180,617 126,088 317,441 
Net INCOME: soiscitesacs dapaeceegs wa dare whedary ele dim alent tae Seen $ 311,405 $ 214,154 $ 559,061 
Net Income Per Share—Basic—Class B Common Stock ....... $ 1.27 $ 87 §$ 2.19 
Net Income Per Share—Diluted—Class B Common Stock ..... $ 1.27 $ 87) 2.17 
Net Income Per Share—Basic—Common Stock .............. $ 141 $ 296 = § 2.44 
Net Income Per Share—Diluted—Common Stock ............ $ 1.36 6 6$ 93 §$ 2.34 
Cash Dividends Paid Per Share: 
Common Stock ...... 0.0... eee eee eens $ 1.1900 $ 1.1350 $ 1.030 
Class B Common Stock... 0.0.0.0... 00000 ees 1.0712 1.0206 925 


The notes to consolidated financial statements are an integral part of these statements. 
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THE HERSHEY COMPANY 
CONSOLIDATED BALANCE SHEETS 


December 31, 2008 2007 
In thousands of dollars 
ASSETS 
Current Assets: 
Cash and cash equivalents ...... 0... 00. eee eee es $ 37,103 $ 129,198 
Accounts receivable—trade ....... 0.0... c cc cee eee 455,153 487,285 
INVENtOMES .. c.% 65-o de toe dh Sond cas Hla este ok dose ees oe ds 592,530 600,185 
Deferred income taxeS ....... 0... ce cece e ene e ee nees 70,903 83,668 
Prepaid. expenses:and other. os.¢ 4.006002 ee Geka wees tee eee eee os 189,256 126,238 
‘Total -Cument-aSsets: x. scene sea a Mee aches ee Siete ence le eed waa De ered hes 1,344,945 1,426,574 
Property, Plant and Equipment, Net .............. 0.0.0... ce eee eee eee ee 1,458,949 1,539,715 
GOOD WANN oe. id See coud teenies. Genie eee aap eraiek. Mtee- tasked DAR Heed arma Bars 554,677 584,713 
Other Intangibles .............0. 00.0. eees 110,772 155,862 
Deferred Income Taxes ............... 00sec cette cnet eens 13,815 — 
CO i100 es oat: Sit 2] aa es aa Feo YO ET PD ear tO 151,561 540,249 
WOUAMASSEIS® a. descaa eecettar ceeds ere ese aes eatin tas copiers, beaten oem wie ete ates $ 3,634,719 $ 4,247,113 


LIABILITIES, MINORITY INTEREST AND STOCKHOLDERS’ EQUITY 
Current Liabilities: 


ACCOUNLS payable: .csics:c veer why Redan conde oenge os Raa ehee NE as $ 249,454 $§ 223,019 
Accrued liabilities: @ :.¢...:-s:ds.8eccbo0 ole hoa d eo oe oe Bae poe oR ES 504,065 538,986 
Accrued incOmeé tax6si. sc. wanca cand geen te deck ee tad ad aden ie ee 15,189 373 
Short=terin: de Bt) s3..8 eee heccsa aes Ags eben iets a sede Daas Sarde tee 483,120 850,288 
Current portion of long-term debt ............. 0.0.00. e eee eee 18,384 6,104 
Total current liabilities ... 0... 0.00... ccc eens 1,270,212 1,618,770 
Long-term Debt ............0 00.0 een nent e eee 1,505,954 1,279,965 
Other Long-term Liabilities ........ 0.00.0... eee ees 504,963 544,016 
Deferred Income Taxes ................0 ccc cece cence een n ene eeenes 3,646 180,842 
Total liabilities: -< ¢isc3-ntex-e pac eet Bad aioe deed eed nc BOSS BR LR EO 3,284,775 3,623,593 
Commitments and Contingencies .............. 0.0... c cee ee ees — — 
Minority Interest «005.5: doses cca cceae een eredangea Oe ks eames. cee aE Ree ___ 31,745 ___ 30,598 
Stockholders’ Equity: 
Preferred Stock, shares issued: none in 2008 and 2007 .................... — — 
Common Stock, shares issued: 299,190,836 in 2008 and 299,095,417 in 
LOOT? G.263.0 ob Boe ects be GALA B dpant Rte OEE Rae RT AE apa ehh 299,190 299,095 
Class B Common Stock, shares issued: 60,710,908 in 2008 and 60,806,327 in 
DOOD. arene sen ected doc bce GAN cece Sy tae Aah Pee oe gd ee actiast dee daa een eer es 60,711 60,806 
Additional paid-in capital 0.00. ....gc3s castes sete cera Gee keels Redon ee 352,375 335,256 
Retained. camings: 5.40564 0c4aed.deeeee et eed ee hee a tad tedden 3,975,762 3,927,306 
Treasury—Common Stock shares, at cost: 132,866,673 in 2008 and 
132,85 1,893:in, 2007 ix baie Sele Mae toe debe Vid Adee MRE (4,009,931) (4,001,562) 
Accumulated other comprehensive loss ...........0 00 0c cece eee ee eee eee (359,908) (27,979) 
Total stockholders’ equity ....... 0.0... cece eee eee 318,199 592,922 
Total liabilities, minority interest and stockholders’ equity ............. $ 3,634,719 $ 4,247,113 


The notes to consolidated financial statements are an integral part of these balance sheets. 
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THE HERSHEY COMPANY 
CONSOLIDATED STATEMENTS OF CASH FLOWS 


For the years ended December 31, 2008 2007 2006 
In thousands of dollars 
Cash Flows Provided from (Used by) Operating Activities 
NEt MMGOME if ssesseseai'aca: aaey'as & dediale Gadoacwd a ices awe dlab Guscaratche to. dare! dans $ 311,405 $214,154 $559,061 
Adjustments to reconcile net income to net cash provided from 
operations: 
Depreciation and amortization .......... 0.0.0 eee eee eee ee 249,491 310,925 199,911 
Stock-based compensation expense, net of tax of $13,265, $10,634 
and $14,524, respectively ........ 00... cece eee cee eee ences 23,583 18,987 25,598 
Excess tax benefits from exercise of stock options ................ (1,387) (9,461) (9,275) 
Deferred Nome taxes) eine i2i-5.3-5eb6 4a ie date 4 ae a GPa wierd eae eon (17,125) (124,276) 4,173 
Business realignment and impairment charges, net of tax of $61,553, 
$144,928 and $4,070, respectively ............0 0.0 cece eee 119,117 267,653 7,573 
Contributions to pension plans ......... 0.0.0 cece eee eee (32,759) (15,836) (23,570) 
Changes in assets and liabilities, net of effects from business 
acquisitions and divestitures: 
Accounts receivable—trade ....... 0.0.0.0 ccc eee eee 31,675 40,467 (14,919) 
IM VENLORIES” we ic sects, lock Soteteedoncecss w leas erdeh data caiactoedi dead tt ahaa eae 7,681 45,348 (12,461) 
Accounts payable .o.siiciind oa eee dad cee tessa eed tenes ake 26,435 62,204 (13,173) 
Other assets and liabilities ... 0.0.0.0... 00.0. c cece eee (198,555) (31,329) 275 
Net Cash Provided from Operating Activities .................2-00005 519,561 778,836 723,193 
Cash Flows Provided from (Used by) Investing Activities 
Capital additions so. 5.s¢ aang seiaeen a8 Geueece gad ace Hep tarecbtanp anmieer a anatoealteaere ge (262,643) (189,698) (183,496) 
Capitalized software additions ......... 0.0.0. e cece eee eens (20,336) (14,194) (15,016) 
Proceeds from sales of property, plant and equipment ............. 82,815 — — 
Business acquisitions ....... 0... cece eee ee eens —_— (100,461) (17,000) 
Proceeds from divestitures ..........0 00. cece eee ee eee ee 1,960 — — 
Net Cash (Used by) Investing Activities ........ 0.0.00... ce eee eee eee (198,204) (304,353) (215,512) 
Cash Flows Provided from (Used by) Financing Activities 
Net change in short-term borrowings ............ 000 e cece eee eee (371,393) 195,055 (163,826) 
Long-term borrowing. «oe eae eee ee ee ee ee oR eee ee 247,845 — 496,728 
Repayment of long-term debt........... 0.0.0. cece eee eee (4,977) (188,891) (234) 
Cash dividends paid sicaccccias cule ee Rg de bales eae de ae eee (262,949) (252,263) (235,129) 
Exercise of stock options ....... 0.0... cece eects 36,996 50,497 37,111 
Excess tax benefits from exercise of stock options ................ 1,387 9,461 9,275 
Repurchase of Common Stock .......... 0... eee eee eee ene (60,361) (256,285) (621,648) 
Net Cash (Used by) Financing Activities... 0.0... 0.0.0... 0 cece e ee eee (413,452) (442,426) (477,723) 
(Decrease) Increase in Cash and Cash Equivalents .................-.. (92,095) 32,057 29,958 
Cash and Cash Equivalents as of January 1 ........ 00.0.0... 00000000, 129,198 97,141 67,183 
Cash and Cash Equivalents as of December 31 .................00005- $ 37,103 $129,198 $ 97,141 
Interest Paid 2.0... cette nen eet e nen ene $ 97,364 $ 126,450 $ 105,250 
Income Taxes Paid); .055..2-3.0-ee-geg hed gad deaeg Penh bears Shea ee dees 197,661 253,977 325,451 


The notes to consolidated financial statements are an integral part of these statements. 


57 


*SJUDUII}VIS 9Say} JO Javed [eAS|IUT UL 9.18 SJUDUII}EIS [BIOULUTT PoyeplOsuOd 0} Sajou oq], 


66I'8IE $ (806°6SE)$ (1E6600'H)$ ZOL‘*SLO'ES — $ cLe‘cSe$ TIL'09$ 061° 667$ —$ 
(19€°09) (19€‘09) 
E8ESE €00°6€ (079) 
TOTS TOTS 
LOST 68671 (Zr) 
— ($6) c6 
(OLI‘S9) (OLI‘S9) 
(6€8‘L61) (6€8°L61) 
(p7S‘07) 
(6z6' TE) (626 I€€) 
Sor ITE Sor ITE 
76 COS (6L6°L7) (Z9S‘100'r) + 90E"LZ6'E — 9STSEE  908'09 —$60'667 = 
(S87'9SZ) (C87‘9SZ) 
S8£09 88S'rS LOLS 
06L'67 06L‘67 
80S°€ 780°C 9tr'T 
—_ OD Ol 
(790'79) (790°79) 
(661061) (661061) 
pOEHTE 
OITOIT OIT‘OIT 
pST'vIT vSIPIZ 
EtH'E89 (681°8ED) (Lr6'108'€)  S1r*S96'E _ EvT86T = 98°09 $80°667 = 
(8r9‘1Z9) (879°179) 
ser's tCE I €6l'€ €C6 
vEL'6v 766 6€ TEL‘ 
pLeve PLE'VE 
060°r OSTE Or8 
= (2) t 
(9S7'9S) (9S7'9S) 
(€L8°8LD (€L8°8LD 
(ZLO‘LET) (ZLO‘LET) 
99189 
SOT‘6 SOl‘6 
190°6SS 190°6SS 
OSeOIOT$S (Zee) $ (E98 PZTE)$ ESr'TPI'E$  (E6IE)$ pLe'TSe$ BISO9$ E80';C6T$ —F 
Aymby (sso’]) owiosuy ypojs ssummieq uonesuadmo) yjeyided ypPojs yPo0js B ALU 
SI9P[OYYI0IG IAIsusyaiduioD UOUTUIOD pouleyoyy dOSH Ul-pleg UOWWIOD UOWIUIOD pdtiejoig 
[R10], IO Aanseaiy, pourvsuy §=euonIppy qsseid 
payejnumnsay 


8007 ‘TE 1equiaz0q Jo se soueyeg 


"++ yoo}g uUOWTUTOD Jo oseyoindoy 
S Reeser suondo yoojs Jo asto1oxq 
Bridhaarte Ae anlar cages cles deanonts fe. Mec Gieal Acad gar aah sateen tat as adnan, uonesueduios poseq-yoo1s 
SO) ie ae ape ah ake ene op ey es eee Es suonorsuey ueyd aanuoouy 
a YO0I§ UOUILUOD OUT YoIG UOWUOD g SsR[D JO UOIsIaAUOD, 


Pa meee eri ae a eee eer oueys Jod ZILOI$ ‘yo01S UOUOD g ssrID 


oreys Jad 6] 1 $ “YO01g UOWWIOD 


:SpUOPIAIG 
SSO] dATsUdYyaIdWIO_D, 


LOOT ‘TE 1equiazeq Jo se soueyeg 


ved dy ater tah Bu ee base pce dea donde ceva BiCe Gass Te Rte sersar teers 901g UOUTOD Jo aseyoinday 
suondo yo0}s Jo asto1oxg 
uonesuadtuos paseq-4901S 
* suojovsuey ued sAUoUT 
Seep tnt YO] UOUILIOD OJUT Y9OIS UOUILUIOD g SSe[D Jo UOISIaAUOD, 
Pre ee ed areys Jod 9070" I¢ *yo01¢ uoulwod q sseID 
areys Jad SET [¢ ‘yoo1S uoWTUIOD, 
‘SpusplAlq 
aUIODUT dAIsUdYyaidWOD 


9007 ‘TE 1equiaz0q Jo se aoueyeg 


Reo ee eee ree gene ree yO} UOWTWOD Jo aseysindoy 
PAbSGE Star pA RE suonoesuey syyousqssn.y diyssoumo yoo}s soXo[ dwg 
Cd suondo yoo}s jo asIoJoxq 
SER RiGee ERT See a iE Ree RR GIG See are gia uonesusdwios paseg-3901¢ 
ces suonovsuey ued OATJUDOUT 
Bure inane: YOO] UOUILUOD OUT YDOIS UOWWIOD g SseID JO UOTSIOAUOD, 
eee eee ee een areys Jad ¢76'¢ “YOoIg UOUILUIOD g sse[D 
ee ee ee ee ee ee oe ee et oueys Jod COTS *yo01¢ uouIWOZ 
‘SPUSPIAT 
XP} JO JOU ‘BCT “ON SVHS Aydde Ayyentur 0} yuowsn[py 
* 9WIOdUT oATsUaYyoIdWIOZD 


“** 99007 ‘T Arenuel Jo se souerjeg 


Siv][Op Jo spuesnoy) uy 


ALINOU SYACTTOHAIOLS AO SINANALVLS GALVGITOSNOD 
ANVdWOO AGHSYAH AHL 


58 


THE HERSHEY COMPANY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 


1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 


Significant accounting policies employed by our Company are discussed below and in other notes to the 
consolidated financial statements. 


Items Affecting Comparability 


In September 2006, the Financial Accounting Standards Board (“FASB”) issued Statement of Financial 
Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pension and Other Postretirement 
Plans, an amendment of FASB Statements No. 87, 88, 106, and 132(R) (“SFAS No. 158”). SFAS No. 158 
requires an employer that is a business entity and sponsors one or more single-employer defined benefit plans to: 


e Recognize the funded status of a benefit plan—measured as the difference between plan assets at fair 
value and the benefit obligation—in its statement of financial position. For a pension plan, the benefit 
obligation is the projected benefit obligation; for any other post-retirement benefit plan, such as a retiree 
health care plan, the benefit obligation is the accumulated post-retirement benefit obligation. 


e Recognize as a component of other comprehensive income, net of tax, the gains or losses and prior 
service costs or credits that arise during the period but are not recognized as components of net periodic 
benefit cost. 


¢ Measure defined benefit plan assets and obligations as of the date of the employer’s fiscal year-end 
statement of financial position. 


e Disclose in the notes to financial statements additional information about certain effects on net periodic 
benefit cost for the next fiscal year that arise from delayed recognition of the gains or losses, prior 
service costs or credits, and transition assets or obligations. 


Effective December 31, 2006, we adopted SFAS No. 158. The provisions of SFAS No. 158 require that the 
funded status of our pension plans and the benefit obligations of our other post-retirement benefit plans be 
recognized in our balance sheet. Appropriate adjustments were made to various assets and liabilities as of 
December 31, 2006, with an offsetting after-tax effect of $138.0 million recorded as an adjustment to the ending 
balance of accumulated other comprehensive loss. 


The consolidated financial statements include the impact of our business realignment initiatives as described 
in Note 3. Cost of sales included a pre-tax charge resulting from the business realignment initiatives of $77.8 
million in 2008, $123.1 million in 2007 and a pre-tax credit of $3.2 million in 2006. Selling, marketing and 
administrative expenses included a pre-tax charge resulting from the business realignment initiatives of $8.1 
million in 2008, $12.6 million in 2007 and $.3 million in 2006. 


Our effective income tax rate was 36.7% in 2008, 37.1% in 2007 and 36.2% in 2006. The effective income 
tax rate for 2008 was higher by 0.7 percentage points and for 2007 was higher by 1.1 percentage points resulting 
from the impact of tax rates associated with business realignment and impairment charges. 


Principles of Consolidation 


Our consolidated financial statements include the accounts of the Company and our majority-owned 
subsidiaries and entities in which we have a controlling financial interest after the elimination of intercompany 
accounts and transactions. We have a controlling financial interest if we own a majority of the outstanding voting 
common stock and minority shareholders do not have substantive participating rights or we have significant 
control over an entity through contractual or economic interests in which we are the primary beneficiary. 


In May 2007, we entered into an agreement with Godrej Beverages and Foods, Ltd., to manufacture and 
distribute confectionery products, snacks and beverages across India. Under the agreement, we own a 51% 
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THE HERSHEY COMPANY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 


controlling interest in Godrej Hershey Ltd. (formerly Godrej Hershey Foods and Beverages Company). This 
business acquisition is included in our consolidated financial results, including the related minority interest. 


In January 2008, our Brazilian subsidiary, Hershey do Brasil, entered into a cooperative agreement with 
Pandurata Alimentos LTDA (“Bauducco”), a leading manufacturer of baked goods in Brazil whose primary 
brand is Bauducco. Under this agreement we will manufacture and market, and they will sell and distribute our 
products. The agreement conveyed a 49% interest in Hershey do Brasil to Bauducco. We maintain a 51% 
controlling interest in Hershey do Brasil. 


Equity Investments 


We use the equity method of accounting when we have a 20% to 50% interest in other companies and 
exercise significant influence. Under the equity method, original investments are recorded at cost and adjusted by 
our share of undistributed earnings or losses of these companies. Equity investments are reviewed for impairment 
whenever events or changes in circumstances indicate that the carrying amount of the investments may not be 
recoverable. In May 2007, we entered into a manufacturing agreement in China with Lotte Confectionery 
Company, LTD to produce Hershey products and certain Lotte products for the markets in Asia, particularly 
China. We own a 44% interest in this entity and are accounting for this investment using the equity method. 


Use of Estimates 


The preparation of financial statements in conformity with U.S. generally accepted accounting principles 
(“GAAP”) requires management to make estimates and assumptions that affect the reported amounts of assets 
and liabilities at the date of the financial statements, and revenues and expenses during the reporting period. 
Critical accounting estimates involved in applying our accounting policies are those that require management to 
make assumptions about matters that are highly uncertain at the time the accounting estimate was made and those 
for which different estimates reasonably could have been used for the current period. Critical accounting 
estimates are also those which are reasonably likely to change from period to period and would have a material 
impact on the presentation of our financial condition, changes in financial condition or results of operations. Our 
most critical accounting estimates pertain to accounting policies for accounts receivable—trade, accrued 
liabilities and pension and other post-retirement benefit plans. 


These estimates and assumptions are based on management’s best estimates and judgment. Management 
evaluates its estimates and assumptions on an ongoing basis using historical experience and other factors, 
including the current economic environment, which management believes to be reasonable under the 
circumstances. We adjust such estimates and assumptions when facts and circumstances dictate. [liquid credit 
markets, volatile equity, foreign currency, commodity and energy markets, and declines in consumer spending 
have combined to increase the uncertainty inherent in such estimates and assumptions. As future events and their 
effects cannot be determined with precision, actual results could differ significantly from these estimates. 
Changes in those estimates resulting from continuing changes in the economic environment will be reflected in 
the financial statements in future periods. 


Revenue Recognition 
We record sales when all of the following criteria have been met: 
¢ avalid customer order with a fixed price has been received; 
e the product has been delivered to the customer; 
e there is no further significant obligation to assist in the resale of the product; and 


¢ collectibility is reasonably assured. 
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Net sales include revenue from the sale of finished goods and royalty income, net of allowances for trade 
promotions, consumer coupon programs and other sales incentives, and allowances and discounts associated with 
aged or potentially unsaleable products. Trade promotions and sales incentives primarily include reduced price 
features, merchandising displays, sales growth incentives, new item allowances and cooperative advertising. 


Our operations are impacted by consumer spending levels and impulse purchases which are affected by 
general macroeconomic conditions, consumer confidence, employment levels, availability of consumer credit 
and interest rates on that credit, consumer debt levels, energy costs and other factors over which the Company 
has little or no control. Continued volatility in food and energy costs, a sustained recession in the United States, 
rising unemployment, and continued declines in personal income could significantly affect the Company’s 
revenues and profitability in the future. 


Cost of Sales 


Cost of sales represents costs directly related to the manufacture and distribution of our products. Primary 
costs include raw materials, packaging, direct labor, overhead, shipping and handling, warehousing and the 
depreciation of manufacturing, warehousing and distribution facilities. Manufacturing overhead and related 
expenses include salaries, wages, employee benefits, utilities, maintenance and property taxes. 


Selling, Marketing and Administrative 


Selling, marketing and administrative expenses represent costs incurred in generating revenues and in 
managing our business. Such costs include advertising and other marketing expenses, salaries, employee 
benefits, incentive compensation, research and development, travel, office expenses, amortization of capitalized 
software and depreciation of administrative facilities. 


Cash Equivalents 


Cash equivalents consist of highly liquid debt instruments, time deposits and money market funds with 
original maturities of three months or less. The fair value of cash and cash equivalents approximates the carrying 
amount. 


Commodities Futures and Options Contracts 


In connection with the purchasing of cocoa products, sugar, corn sweeteners, natural gas, fuel oil and certain 
dairy products for anticipated manufacturing requirements and to hedge transportation costs, we enter into 
commodities futures and options contracts to reduce the effect of price fluctuations. 


We account for commodities futures and options contracts in accordance with Statement of Financial 
Accounting Standards No. 133, Accounting for Derivative Instruments and Hedging Activities, as amended 
(“SFAS No. 133”). SFAS No. 133 provides that the effective portion of the gain or loss on a derivative 
instrument designated and qualifying as a cash flow hedging instrument be reported as a component of other 
comprehensive income and be reclassified into earnings in the same period or periods during which the hedged 
transaction affects earnings. The remaining gain or loss on the derivative instrument, if any, must be recognized 
currently in earnings. For a derivative designated as hedging the exposure to changes in the fair value of a 
recognized asset or liability or a firm commitment (referred to as a fair value hedge), the gain or loss must be 
recognized in earnings in the period of change together with the offsetting loss or gain on the hedged item 
attributable to the risk being hedged. The effect of that accounting is to reflect in earnings the extent to which the 
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hedge is not effective in achieving offsetting changes in fair value. All derivative instruments which we are 
currently utilizing, including commodities futures and options contracts, are designated and accounted for as cash 
flow hedges. Additional information with regard to accounting policies associated with derivative instruments is 
contained in Note 5, Derivative Instruments and Hedging Activities. 


Property, Plant and Equipment 


Property, plant and equipment are stated at cost and are depreciated on a straight-line basis over the 
estimated useful lives of the assets, as follows: 3 to 15 years for machinery and equipment; and 25 to 40 years for 
buildings and related improvements. Maintenance and repair expenditures are charged to expense as incurred. 
Applicable interest charges incurred during the construction of new facilities and production lines are capitalized 
as one of the elements of cost and are amortized over the assets’ estimated useful lives. 


We review long-lived assets for impairment whenever events or changes in circumstances indicate that the 
carrying amount of such assets may not be recoverable. We measure the recoverability of assets to be held and 
used by a comparison of the carrying amount of long-lived assets to future undiscounted net cash flows expected 
to be generated, in accordance with Statement of Financial Accounting Standards No. 144, Accounting for the 
Impairment or Disposal of Long-Lived Assets. If such assets are considered to be impaired, we measure the 
impairment to be recognized as the amount by which the carrying amount of the assets exceeds the fair value of 
the assets. Assets to be disposed of are reported at the lower of the carrying amount or fair value less cost to sell. 


Asset Retirement Obligations 


We account for asset retirement obligations in accordance with Statement of Financial Accounting 
Standards No. 143, Accounting for Asset Retirement Obligations, and FASB Interpretation No. 47, Accounting 
for Conditional Asset Retirement Obligations—an interpretation of FASB Statement No. 143. Asset retirement 
obligations generally apply to legal obligations associated with the retirement of a tangible long-lived asset that 
result from the acquisition, construction or development and the normal operation of a long-lived asset. 


We assess asset retirement obligations on a periodic basis. We recognize the fair value of a liability for an 
asset retirement obligation in the period in which it is incurred if a reasonable estimate of fair value can be made. 
We capitalize associated asset retirement costs as part of the carrying amount of the long-lived asset. 


Goodwill and Other Intangible Assets 


We account for goodwill and other intangible assets in accordance with Statement of Financial Accounting 
Standards No. 142, Goodwill and Other Intangible Assets. Other intangible assets primarily consist of 
trademarks, customer-related intangible assets and patents obtained through business acquisitions. We 
determined that the useful lives of trademarks are indefinite and, therefore, these assets are not being amortized. 
We are amortizing customer-related intangible assets over their estimated useful lives of approximately ten years. 
We are amortizing patents over their remaining legal lives of approximately twelve years. 


We conduct an impairment evaluation for goodwill annually, or more frequently if events or changes in 
circumstances indicate that an asset might be impaired. The evaluation is performed by using a two-step process. 
In the first step, the fair value of each reporting unit is compared with the carrying amount of the reporting unit, 
including goodwill. The estimated fair value of the reporting unit is generally determined on the basis of 
discounted future cash flows. If the estimated fair value of the reporting unit is less than the carrying amount of 
the reporting unit, then a second step must be completed in order to determine the amount of the goodwill 
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impairment that should be recorded. In the second step, the implied fair value of the reporting unit’s goodwill is 
determined by allocating the reporting unit’s fair value to all of its assets and liabilities other than goodwill 
(including any unrecognized intangible assets) in a manner similar to a purchase price allocation. The resulting 
implied fair value of the goodwill that results from the application of this second step is then compared with the 
carrying amount of the goodwill and an impairment charge is recorded for the difference. 


The assumptions we use to estimate fair value are generally consistent with the past performance of each 
reporting unit and are also consistent with the projections and assumptions that are used in current operating 
plans. We also consider assumptions which may be used by market participants. Such assumptions are subject to 
change as a result of changing economic and competitive conditions. 


We conduct an impairment evaluation of the carrying amount of intangible assets with indefinite lives 
annually, or more frequently if events or changes in circumstances indicate that an asset might be impaired. We 
evaluate our trademarks for impairment by comparing the carrying amount of the assets to their estimated fair 
value. The fair value of trademarks is calculated using a “relief from royalty payments” methodology. This 
approach involves two steps. In the first step, we estimate reasonable royalty rates for each trademark. In the 
second step, we apply these royalty rates to a net sales stream and discount the resulting cash flows to determine 
fair value. This fair value is then compared with the carrying value of each trademark. If the estimated fair value 
is less than the carrying amount of the trademark, then an impairment charge is recorded to reduce the asset to its 
estimated fair value. 


The Company performs annual impairment tests of other intangible assets with indefinite lives in the fourth 
quarter of each year or when circumstances arise that indicate a possible impairment might exist. Due to reduced 
expectations for future sales and cash flows compared with the valuations at the acquisition dates, we determined 
that the carrying amounts of certain trademarks, primarily the Mauna Loa brand, exceeded their estimated fair 
value and recorded total non-cash impairment charges of $45.7 million in December 2008. Based on our annual 
impairment evaluations, we determined that no goodwill or any intangible assets other than those trademarks 
were impaired as of December 31, 2008. 


As a result of reduced expectations for future cash flows resulting primarily from lower expected 
profitability, we determined that the carrying amount of our wholly-owned subsidiary, Hershey do Brasil, 
exceeded its fair value and recorded a non-cash impairment charge of $12.3 million in December 2007. 


Comprehensive Income 


We report comprehensive income (loss) on the Consolidated Statements of Stockholders’ Equity and 
accumulated other comprehensive income (loss) on the Consolidated Balance Sheets. Additional information 
regarding comprehensive income is contained in Note 6, Comprehensive Income. 


We translate results of operations for foreign entities using the average exchange rates during the period. 
For foreign entities, assets and liabilities are translated to U.S. dollars using the exchange rates in effect at the 
balance sheet date. Resulting translation adjustments are recorded as a component of other comprehensive 
income (loss), “Foreign Currency Translation Adjustments.” 


Prior to the adoption of SFAS No. 158 as of December 31, 2006, a minimum pension liability adjustment 
was required when the actuarial present value of accumulated pension plan benefits exceeded plan assets and 
accrued pension liabilities, less allowable intangible assets. Minimum pension liability adjustments, net of 
income taxes, were recorded as a component of other comprehensive income (loss), “Minimum Pension Liability 
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Adjustments.” Subsequent to the adoption of SFAS No. 158, changes to the balances of the unrecognized prior 
service cost and the unrecognized net actuarial loss, net of income taxes, are recorded as a component of other 
comprehensive income (loss), “Pension and Post-retirement Benefit Plans.” 


Gains and losses on cash flow hedging derivatives, to the extent effective, are included in other 
comprehensive income (loss), net of related tax effects. Reclassification adjustments reflecting such gains and 
losses are ratably recorded in income in the same period as the hedged items affect earnings. Additional 
information with regard to accounting policies associated with derivative instruments is contained in Note 5, 
Derivative Instruments and Hedging Activities. 


Foreign Exchange Forward Contracts and Options 


We enter into foreign exchange forward contracts and options to hedge transactions denominated in foreign 
currencies. These transactions are primarily related to firm commitments or forecasted purchases of equipment, 
certain raw materials and finished goods. We also hedge payment of forecasted intercompany transactions with 
our subsidiaries outside the United States. These contracts reduce currency risk from exchange rate movements. 


Foreign exchange forward contracts and options are intended to be and are effective as hedges of 
identifiable foreign currency commitments and forecasted transactions. Foreign exchange forward contracts and 
options are designated as cash flow hedging derivatives and the fair value of such contracts is recorded on the 
Consolidated Balance Sheets as either an asset or liability. Gains and losses on these contracts are recorded as a 
component of other comprehensive income and are reclassified into earnings in the same period during which the 
hedged transaction affects earnings. Additional information with regard to accounting policies for derivative 
instruments, including foreign exchange forward contracts and options is contained in Note 5, Derivative 
Instruments and Hedging Activities. 


License Agreements 


We enter into license agreements under which we have access to certain trademarks and proprietary 
technology, and manufacture and/or market and distribute certain products. The rights under these agreements 
are extendible on a long-term basis at our option subject to certain conditions, including minimum sales and unit 
volume levels, which we have met. License fees and royalties, payable under the terms of the agreements, are 
expensed as incurred and included in selling, marketing and administrative expenses. 


Research and Development 


We expense research and development costs as incurred. Research and development expense was $28.1 
million in 2008, $28.0 million in 2007 and $27.6 million in 2006. Research and development expense is included 
in selling, marketing and administrative expenses. 


Advertising 


We expense advertising costs as incurred. Advertising expense included in selling, marketing and 
administrative expenses was $161.1 million in 2008, $127.9 million in 2007 and $108.3 million in 2006. We had 
no prepaid advertising expense as of December 31, 2008 and as of December 31, 2007. 


Computer Software 


We capitalize costs associated with software developed or obtained for internal use when both the 
preliminary project stage is completed and it is probable that computer software being developed will be 
completed and placed in service. Capitalized costs include only (i) external direct costs of materials and services 
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consumed in developing or obtaining internal-use software, (11) payroll and other related costs for employees who 
are directly associated with and who devote time to the internal-use software project and (iii) interest costs 
incurred, when material, while developing internal-use software. We cease capitalization of such costs no later 
than the point at which the project is substantially complete and ready for its intended purpose. 


The unamortized amount of capitalized software was $42.3 million as of December 31, 2008 and was 
$35.9 million as of December 31, 2007. We amortize software costs using the straight-line method over the 
expected life of the software, generally three to five years. Accumulated amortization of capitalized software was 
$176.7 million as of December 31, 2008 and $159.6 million as of December 31, 2007. 


We review the carrying value of software and development costs for impairment in accordance with our 
policy pertaining to the impairment of long-lived assets. Generally, we measure impairment under the following 
circumstances: 


e when internal-use computer software is not expected to provide substantive service potential; 


¢ asignificant change occurs in the extent or manner in which the software is used or is expected to be 
used; 


¢ asignificant change is made or will be made to the software program; and 


¢ costs of developing or modifying internal-use computer software significantly exceed the amount 
originally expected to develop or modify the software. 


2. ACQUISITIONS AND DIVESTITURES 


In January 2008, our Brazilian subsidiary, Hershey do Brasil, entered into a cooperative agreement with 
Bauducco. In the fourth quarter of 2007, we recorded a goodwill impairment charge and approved a business 
realignment program associated with initiatives to improve distribution and enhance performance of our business 
in Brazil. In the first quarter of 2008, we received approximately $2.0 million in cash and recorded an other 
intangible asset of $13.7 million associated with the cooperative agreement with Bauducco in exchange for our 
conveying to Bauducco a 49% interest in Hershey do Brasil. We maintain a 51% controlling interest in Hershey 
do Brasil. 


In May 2007, we entered into an agreement with Godrej Beverages and Foods, Ltd., one of India’s largest 
consumer goods, confectionery and food companies, to manufacture and distribute confectionery products, 
snacks and beverages across India. Under the agreement, we invested $61.5 million during 2007 and own a 51% 
controlling interest in Godrej Hershey Ltd. Total liabilities assumed in 2007 were $51.6 million. 


Also in May 2007, we entered into a manufacturing agreement in China with Lotte Confectionery Co., 
LTD., to produce Hershey products and certain Lotte products for the markets in Asia, particularly in China. We 
invested $39.0 million in 2007 and own a 44% interest. We are accounting for this investment using the equity 
method. 


In October 2006, our wholly-owned subsidiary, Artisan Confections Company, purchased the assets of 
Dagoba Organic Chocolates, LLC, based in Ashland, Oregon, for $17.0 million. Dagoba is known for its high- 
quality organic chocolate bars, drinking chocolates and baking products that are primarily sold in natural food 
and gourmet stores across the United States. Total liabilities assumed were $1.7 million. 


Results subsequent to the dates of acquisition were included in the consolidated financial statements. Had 
the results of the acquisitions been included in the consolidated financial statements for each of the periods 
presented, the effect would not have been material. 


65 


THE HERSHEY COMPANY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 


3. BUSINESS REALIGNMENT INITIATIVES 


In February 2007, we announced a comprehensive, three-year supply chain transformation program (the 
“global supply chain transformation program’) and, in December 2007, we recorded impairment and business 
realignment charges associated with our business in Brazil (together, “the 2007 business realignment 
initiatives’’). 


When completed, the global supply chain transformation program will greatly enhance our manufacturing, 
sourcing and customer service capabilities, reduce inventories resulting in improvements in working capital and 
generate significant resources to invest in our growth initiatives. These initiatives include accelerated 
marketplace momentum within our core U.S. business, creation of innovative new product platforms to meet 
customer needs and disciplined global expansion. Under the program, which will be implemented in stages over 
three years, we will significantly increase manufacturing capacity utilization by reducing the number of 
production lines by more than one-third, outsource production of low value-added items and construct a flexible, 
cost-effective production facility in Monterrey, Mexico to meet current and emerging marketplace needs. The 
program will result in a total net reduction of 1,500 positions across our supply chain over the three-year 
implementation period. 


The original estimated pre-tax cost of the program announced in February 2007 was from $525 million to 
$575 million over three years. The total included from $475 million to $525 million in business realignment costs 
and approximately $50 million in project implementation costs. Total costs of $130.0 million were recorded in 
2008 and $400.0 million were recorded in 2007 for this program. Excluding possible pension settlement charges 
in 2009 and 2010, we now expect total charges for the global supply chain transformation program to be at the 
upper end of the $575 million to $600 million range, reflecting our latest estimates for the cost of the original 
program and an expansion in scope of the program approved in December 2008. The expansion in the scope of 
the program will include approximately $25.0 million associated with the closure of two subscale manufacturing 
facilities of Artisan Confections Company, a wholly-owned subsidiary, and consolidation of the associated 
production into existing U.S. facilities, along with costs associated with the rationalization of other select 
portfolio items. The affected facilities are located in Berkeley and San Francisco, California. These additional 
business realignment charges will be recorded in 2009 and include severance for approximately 150 impacted 
employees. 


In 2001, we acquired a small business in Brazil, Hershey do Brasil, that through 2007 had not gained 
profitable scale or adequate market distribution. In an effort to improve the performance of this business, in 
January 2008 Hershey do Brasil entered into a cooperative agreement with Bauducco. In the fourth quarter of 
2007, we recorded a goodwill impairment charge and approved a business realignment program associated with 
initiatives to improve distribution and enhance the financial performance of our business in Brazil. Business 
realignment and impairment charges of $4.9 million were recorded in 2008 and $12.6 million were recorded in 
2007. 


In July 2005, we announced initiatives intended to advance our value-enhancing strategy (the “2005 
business realignment initiatives”). The 2005 business realignment initiatives consisted primarily of U.S. and 
Canadian Voluntary Workforce Reduction Programs and the closure of the Las Piedras, Puerto Rico plant. 
Charges (credits) for the 2005 business realignment initiatives were recorded during 2005 and 2006 and the 2005 
business realignment initiatives were completed by December 31, 2006. 
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Charges (credits) associated with business realignment initiatives and impairment recorded during 2008, 
2007 and 2006 were as follows: 


For the years ended December 31, 2008 2007 2006 
In thousands of dollars 


Cost of sales 
2007 business realignment initiatives: 


Global supply chain transformation program ...................004. $ 77,767 $123,090 $ — 
2005 business realignment initiatives ..... 0.0... cece eee eee — — (1,599) 
Previous business realignment initiatives ....... 0.0... eee ee eee — — (1,600) 

Potalcost'Or Sales.:  f2.254..0% dase Mew dudes eos Reda eh wah Maik Be aianeees 77,767 123,090 (3,199) 


Selling, marketing and administrative 
2007 business realignment initiatives: 


Global supply chain transformation program ...................004. 8,102 12,623 — 
2005 business realignment initiatives .......... 00.0... eee eee eee —_ —_— 266 
Total selling, marketing and administrative .................... 8,102 12,623 266 


Business realignment and impairment charges, net 
2008 impairment of trademarks .......... 0.0... eee eee 45,739 — — 
2007 business realignment initiatives: 
Global supply chain transformation program: 


Net (gain on sale)/impairment of fixed assets ................00- (4,882) 47,938 — 
Plant-closuite expense... i034 scp edados a etadae se eede eyo aes 23,415 = 13,506 — 
Employee separation costs ...... 2.0.0... eee eee eee 11,469 176,463 — 
Pension settlement loss .. 0.0.0... 0.0.0 c cece tenes 12,501 12,075 — 
Contract termination costS ....... 0... cece ene 1,637 14,316 — 
Brazilian business realignment: 
Goodwill impairment ........ 0.0... ee eee eee — 12,260 — 
Employee separation costs ....... 0... . eee eee eee 1,581 310 — 
Fixed asset impairment charges .............. 00.0000 e ee eee 754 —_ —_ 
Contract termination and other exit costs .......... 0.00000 eae 2,587 — — 
2005 business realignment initiatives: 
U.S. voluntary workforce reduction program .................0.000- _— — 9,972 
USS. facility rationalization ..... 0.0... eee eee _— —_— 1,567 
Streamline international operations (primarily Canada) ............... _— — 2,524 
Previous business realignment initiatives ................ 00.0000. e eee —_ —_ 513 
Total business realignment and impairment charges, net .......... 94,801 276,868 14,576 


Total net charges associated with business realignment initiatives and 
MMPAITMENt 2 2s save oie de ne i okwad saan eee ae Na eee Rnd edhe ee cas oedon aes s $180,670 $412,581 $11,643 


Global Supply Chain Transformation Program 


The 2008 charge of $77.8 million recorded in cost of sales for the global supply chain transformation 
program related primarily to the accelerated depreciation of fixed assets over a reduced estimated remaining 
useful life and start-up costs associated with the global supply chain transformation program. The $8.1 million 
recorded in selling, marketing and administrative expenses related primarily to project administration for the 
global supply chain transformation program. In determining the costs related to fixed asset impairments, fair 
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value was estimated based on the expected sales proceeds. The $4.9 million of gains on sale of fixed assets 
resulted from the receipt of proceeds in excess of the carrying value primarily from the sale of a warehousing and 
distribution facility. The $23.4 million of plant closure expenses for 2008 related primarily to the preparation of 
plants for sale and production line removal costs. 


Certain real estate with a carrying value of $15.8 million was being held for sale as of December 31, 2008. 
The global supply chain transformation program employee separation costs were related to involuntary 
terminations at the North American manufacturing facilities which are being closed. The global supply chain 
transformation program had identified six manufacturing facilities which would be closed. As of December 31, 
2008, the facilities located in Dartmouth, Nova Scotia; Montreal, Quebec and Oakdale, California have been 
closed and sold. The facilities located in Naugatuck, Connecticut and Smiths Falls, Ontario have been closed and 
are being held for sale. The facility in Reading, Pennsylvania is being held and used pending closure, following 
which it will be offered for sale. 


The 2007 charge of $123.1 million recorded in cost of sales for the global supply chain transformation 
program related primarily to the accelerated depreciation of fixed assets over a reduced estimated remaining 
useful life and costs related to inventory reductions. The $12.6 million recorded in selling, marketing and 
administrative expenses related primarily to project management and administration. In determining the costs 
related to fixed asset impairments, fair value was estimated based on the expected sales proceeds. Certain real 
estate with a carrying value of $40.2 million was being held for sale as of December 31, 2007. Employee 
separation costs included $79.0 million primarily for involuntary terminations at the six North American 
manufacturing facilities which were being closed. The employee separation costs also included $97.5 million for 
charges relating to pension and other post-retirement benefits curtailments and special termination benefits. 


2008 Impairment of Trademarks 


As aresult of our annual impairment tests of intangible assets with useful lives determined to be indefinite, 
we recorded total impairment charges of $45.7 million in the fourth quarter of 2008. Certain trademarks, 
primarily the Mauna Loa brand, were determined to be impaired as a result of a decrease in the fair value of the 
brands resulting from reduced expectations for future sales and cash flows compared with the valuations of these 
trademarks at the acquisition dates. 


Brazilian Business Realignment 


The 2008 Brazilian business realignment charges and the 2007 employee separation costs were related to 
involuntary terminations and costs associated with office consolidation related to the cooperative agreement with 
Bauducco. During the fourth quarter of 2007, we completed our annual impairment evaluation of goodwill and 
other intangible assets. As a result of reduced expectations for future cash flows resulting primarily from lower 
expected profitability, we determined that the carrying amount of our wholly-owned subsidiary, Hershey do 
Brasil, exceeded its fair value and recorded a non-cash impairment charge of $12.3 million in December 2007. 
There was no tax benefit associated with this charge. 


2005 Business Realignment Initiatives 


The 2006 charges (credits) recorded in cost of sales relating to the 2005 business realignment initiatives 
included a credit of $1.6 million resulting from higher than expected proceeds from the sale of equipment from 
the Las Piedras plant. The charge recorded in selling, marketing and administrative expenses in 2006 resulted 
from accelerated depreciation relating to the termination of an office building lease. The net business realignment 
charges included $7.3 million for involuntary terminations in 2006. 
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The 2006 charges (credits) relating to previous business realignment initiatives which began in 2003 and 
2001 resulted from the finalization of the sale of certain properties, adjustments to liabilities which had 
previously been recorded, and the impact of the settlement of litigation in connection with the 2003 business 
realignment initiatives. 


Liabilities Associated with Business Realignment Initiatives 


The liability balance as of December 31, 2008 relating to the 2007 business realignment initiatives was 
$31.0 million for employee separation costs to be paid primarily in 2009. The liability balance as of 
December 31, 2007 was $68.4 million, primarily related to employee separation costs. Charges for employee 
separation and contract termination costs of $12.9 million were recorded in 2008. During 2008 and 2007, we 
made payments against the liabilities recorded for the 2007 business realignment initiatives of $46.9 million and 
$13.2 million, respectively, principally related to employee separation and project administration. The liability 
balance as of December 31, 2008 was reduced by $3.4 million as a result of foreign currency translation 
adjustments. 


4. COMMITMENTS AND CONTINGENCIES 


We enter into certain obligations for the purchase of raw materials. These obligations are primarily in the 
form of forward contracts for the purchase of raw materials from third-party brokers and dealers. These contracts 
minimize the effect of future price fluctuations by fixing the price of part or all of these purchase obligations. 
Total obligations for each year consisted of fixed price contracts for the purchase of commodities and unpriced 
contracts that were valued using market prices as of December 31, 2008. 


The cost of commodities associated with the unpriced contracts is variable as market prices change over 
future periods. We mitigate the variability of these costs to the extent that we have entered into commodities 
futures and options contracts to hedge our costs for those periods. Increases or decreases in market prices are 
offset by gains or losses on commodities futures contracts. Taking delivery of and making payments for the 
specific commodities for use in the manufacture of finished goods satisfies our obligations under the forward 
purchase contracts. For each of the three years in the period ended December 31, 2008, we satisfied these 
obligations by taking delivery of and making payment for the specific commodities. 


As of December 31, 2008, we had entered into purchase agreements with various suppliers. Subject to 
meeting our Company’s quality standards, the purchase obligations covered by these agreements were as follows 
as of December 31, 2008: 


Obligations 2009 2010 2011 2012 
In millions of dollars 
Purchase obligations ............ 00.0 c eee cece eee eee n eens $1,103.4 $492.4 $122.1 $84.9 


We have commitments under various operating leases. Future minimum payments under non-cancelable 
operating leases with a remaining term in excess of one year were as follows as of December 31, 2008: 


Lease Commitments 2009 2010 2011 2012 2013 Thereafter 
In millions of dollars 
Future minimum rental payments ................0.00 eee $14.9 $11.2 $8.9 $8.0 $43 $13.9 


Our Company has a number of facilities that contain varying amounts of asbestos in certain locations within 
the facilities. Our asbestos management program is compliant with current applicable regulations. Current 
regulations require that we handle or dispose of this type of asbestos in a special manner if such facilities 
undergo major renovations or are demolished. We believe we do not have sufficient information to estimate the 
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fair value of any asset retirement obligations related to these facilities. We cannot specify the settlement date or 
range of potential settlement dates and, therefore, sufficient information is not available to apply an expected 
present value technique. We expect to maintain the facilities with repairs and maintenance activities that would 
not involve or require the removal of asbestos. 


As of December 31, 2008, certain real estate associated with the closure of facilities under the global supply 
chain transformation program was being held for sale. We are not aware of any significant obligations related to 
the environmental remediation of these facilities which has not been reflected in our current estimates. 


In connection with its pricing practices, the Company is the subject of an antitrust investigation by the 
Canadian Competition Bureau. In addition, the U.S. Department of Justice notified the Company that it opened 
an inquiry but has not requested any information or documents. The European Commission had requested 
information and informed the Company that it had closed its file. The Company is also party to approximately 92 
related civil antitrust suits in the United States and nine in Canada. Certain of these claims contain class action 
allegations, instituted on behalf of direct purchasers of our products as well as indirect purchasers that purchase 
our products for use or for resale. These suits allege conspiracies in restraint of trade in connection with the 
pricing practices of the Company. Several other chocolate confectionery companies are the subject of 
investigations and/or inquiries by the government entities referenced above and have also been named as 
defendants in the same litigation. One Canadian wholesaler is also a subject of the Canadian investigation and is 
a defendant in certain of the lawsuits. While it is not feasible to predict the final outcome of these proceedings, in 
our opinion they should not have a material adverse effect on the financial position, liquidity or results of 
operations of the Company. The Company is cooperating with the government investigations and inquiries and 
intends to defend the lawsuits vigorously. 


We have no other material pending legal proceedings, other than ordinary routine litigation incidental to our 
business. 


5. DERIVATIVE INSTRUMENTS AND HEDGING ACTIVITIES 


We account for derivative instruments in accordance with SFAS No. 133, which requires us to recognize all 
derivative instruments at fair value. We classify derivatives as assets or liabilities on the balance sheet. 
Accounting for the change in fair value of the derivative depends on: 


¢ whether the instrument qualifies for, and has been designated as, a hedging relationship; and 


e the type of hedging relationship. 


There are three types of hedging relationships: 
e cash flow hedge; 
e fair value hedge; and 


e hedge of foreign currency exposure of a net investment in a foreign operation. 


As of December 31, 2008, all of our derivative instruments were classified as cash flow hedges. 


Objectives, Strategies and Accounting Policies Associated with Derivative Instruments 


We use certain derivative instruments, from time to time, to manage interest rate, foreign currency exchange 
rate and commodity market price risk exposures. We enter into interest rate swaps and foreign exchange forward 
contracts and options for periods consistent with their related underlying exposures. We enter into commodities 
futures and options contracts for varying periods. Our commodities futures and options contracts are effective as 
hedges of market price risks associated with anticipated raw material purchases, energy requirements and 
transportation costs. 


70 


THE HERSHEY COMPANY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 


We do not hold or issue derivative instruments for trading purposes and are not a party to any instruments 
with leverage or prepayment features. In entering into these contracts, we have assumed the risk that might arise 
from the possible inability of counterparties to meet the terms of their contracts. We mitigate this risk by 
performing financial assessments prior to contract execution, conducting periodic evaluations of counterparty 
performance and maintaining a diverse portfolio of qualified counterparties. We do not expect any significant 
losses from counterparty defaults. 


Interest Rate Swaps 


In order to minimize financing costs and to manage interest rate exposure, from time to time, we enter into 
interest rate swap agreements. 


In December 2005, we entered into forward swap agreements to hedge interest rate exposure related to 
$500 million of term financing to be executed during 2006. In February 2006, we terminated a forward swap 
agreement hedging the anticipated execution of $250 million of term financing because the transaction was no 
longer expected to occur by the originally specified time period or within an additional two-month period of time 
thereafter. We recorded a gain of $1.0 million in the first quarter of 2006 as a result of the discontinuance of this 
cash flow hedge. In August 2006, a forward swap agreement hedging the anticipated issuance of $250 million of 
10-year notes matured resulting in cash receipts of $3.7 million. The $3.7 million gain on the swap will be 
amortized as a reduction to interest expense over the term of the $250 million of 5.45% Notes due September 1, 
2016. 


We included gains and losses on these interest rate swap agreements in other comprehensive income. We 
recognized the gains and losses on these interest rate swap agreements as an adjustment to interest expense in the 
same period as the hedged interest payments affected earnings. 


As of December 31, 2008 and 2007, we were not a party to any interest rate swap agreements. 


We classify cash flows from interest rate swap agreements as net cash provided from operating activities on 
the Consolidated Statements of Cash Flows. 


Our risk related to the swap agreements is limited to the cost of replacing the agreements at prevailing 
market rates. 


Foreign Exchange Forward Contracts 


We enter into foreign exchange forward contracts to hedge transactions primarily related to commitments 
and forecasted purchases of equipment, raw materials and finished goods denominated in foreign currencies. We 
may also hedge payment of forecasted intercompany transactions with our subsidiaries outside the United States. 
These contracts reduce currency risk from exchange rate movements. We generally hedge foreign currency price 
risks for periods from 3 to 24 months. 


Foreign exchange forward contracts are effective as hedges of identifiable, foreign currency commitments. 
Since there is a direct relationship between the foreign currency derivatives and the foreign currency 
denomination of the transactions, the derivatives are highly effective in hedging cash flows related to transactions 
denominated in the corresponding foreign currencies. We designate our foreign exchange forward contracts as 
cash flow hedging derivatives. 
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These contracts meet the criteria for cash flow hedge accounting treatment. Accordingly, we include related 
gains and losses in other comprehensive income. Subsequently, we recognize the gains and losses in cost of sales 
or selling, marketing and administrative expense in the same period that the hedged items affect earnings. In 
entering into these contracts, we have assumed the risk that might arise from the possible inability of 
counterparties to meet the terms of their contracts. We do not expect any significant losses from counterparty 
defaults. 


We classify the fair value of foreign exchange forward contracts as prepaid expenses and other current 
assets, other non-current assets, accrued liabilities or other long-term liabilities on the Consolidated Balance 
Sheets. We report the offset to the futures and options contracts in accumulated other comprehensive loss, net of 
income taxes. We record gains and losses on these contracts as a component of other comprehensive income and 
reclassify them into earnings in the same period during which the hedged transaction affects earnings. On hedges 
associated with the purchase of equipment, we designate the related cash flows as net cash flows (used by) 
provided from investing activities on the Consolidated Statements of Cash Flows. We classify cash flows from 
other foreign exchange forward contracts as net cash provided from operating activities. 


Commodities Futures and Options Contracts 


We enter into commodities futures and options contracts to reduce the effect of raw material price 
fluctuations and to hedge transportation costs. We generally hedge commodity price risks for 3 to 24 month 
periods. The commodities futures and options contracts are highly effective in hedging price risks for our raw 
material requirements and transportation costs. Because our commodities futures and options contracts meet 
hedge criteria, we account for them as cash flow hedges. Accordingly, we include gains and losses on hedging in 
other comprehensive income. We recognize gains and losses ratably in cost of sales in the same period that we 
record the hedged raw material requirements in cost of sales. 


We use exchange traded futures contracts to fix the price of unpriced physical forward purchase contracts. 
Physical forward purchase contracts meet the SFAS No. 133 definition of “normal purchases and sales” and, 
therefore, are not accounted for as derivative instruments. On a daily basis, we receive or make cash transfers 
reflecting changes in the value of futures contracts (unrealized gains and losses). As mentioned above, such gains 
and losses are included as a component of other comprehensive income. The cash transfers offset higher or lower 
cash requirements for payment of future invoice prices for raw materials, energy requirements and transportation 
costs. Futures held in excess of the amount required to fix the price of unpriced physical forward contracts are 
effective as hedges of anticipated purchases. 


Hedge Effectiveness—Commodities 


We perform an assessment of hedge effectiveness for commodities futures and options contracts on a 
quarterly basis. Because of the rollover strategy used for commodities futures contracts, as required by futures 
market conditions, some ineffectiveness may result in hedging forecasted manufacturing requirements. This 
occurs as we switch futures contracts from nearby contract positions to contract positions that are required to fix 
the price of anticipated manufacturing requirements. Hedge ineffectiveness may also result from variability in 
basis differentials associated with the purchase of raw materials for manufacturing requirements. In accordance 
with SFAS No. 133, we record the ineffective portion of gains or losses on commodities futures and options 
contracts currently in cost of sales. 


The prices of commodities futures contracts reflect delivery to the same locations where we take delivery of 
the physical commodities. Therefore, there is no ineffectiveness resulting from differences in location between 
the derivative and the hedged item. 
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Summary of Activity 


Our cash flow hedging derivative activity during the last three years was as follows: 


For the years ended December 31, 2008 2007 2006 
In millions of dollars - ~~ 
Net after-tax gains on cash flow hedging derivatives ........... $11.5 $68 $11.4 
Reclassification adjustments from accumulated other 

comprehensive income to income, net of tax ............... (34.1) 2 (5.3) 
Hedge ineffectiveness (losses) gains recognized in cost of sales, 

IDETOTE TAK: ac2a.5.d,0 ade dpa saci Seah ne Fetaye & ta een a deen o (.1) (.5) 2.0 


e Net gains and losses on cash flow hedging derivatives were primarily associated with commodities 
futures contracts. 


¢ Reclassification adjustments, from accumulated other comprehensive income (loss) to income, related 
to gains or losses on commodities futures contracts were reflected in cost of sales. Gains on interest rate 
swaps were reflected as an adjustment to interest expense. 


¢ Werecorded a gain of $1.0 million in 2006 as a result of the discontinuance of an interest rate swap 
because the hedged transaction was no longer expected to occur. No other gains or losses on cash flow 
hedging derivatives resulted because we discontinued a hedge due to the probability that the forecasted 
hedged transaction would not occur. 


e We recognized no components of gains or losses on cash flow hedging derivatives in income due to 
excluding such components from the hedge effectiveness assessment. 


The amount of net losses on cash flow hedging derivatives, including foreign exchange forward contracts, 
interest rate swap agreements and commodities futures contracts, expected to be reclassified into earnings in the 
next twelve months was approximately $17.0 million after tax as of December 31, 2008. This amount was 
primarily associated with commodities futures contracts. 
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6. COMPREHENSIVE INCOME 


The presentation of other comprehensive income for the year ended December 31, 2006 was adjusted to 
exclude the impact of the adoption of SFAS No. 158. A summary of the components of comprehensive income is 
as follows: 


T. 
Pre-Tax (Expense After-Tax 
For the year ended December 31, 2008 Amount Benefit Amount 
In thousands of dollars 
NEtiNCOmG 243: eeae ee sin SNS hw SASS Hee eR ES eae $ 311,405 
Other comprehensive income (loss): 
Foreign currency translation adjustments ...............-0 eee eee $ (74,563) $ — (74,563) 
Pension and post-retirement benefit plans .................2.020-- (385,482) 150,694 (234,788) 
Cash flow hedges: 
Gains on cash flow hedging derivatives ................0000- 17,886 (6,390) 11,496 
Reclassification adjustments ......... 0.0... cee eee eee (53,297) 19,223 (34,074) 
Total other comprehensive loss ........... 0000 cece ect eee $(495,456) $163,527 (331,929) 
Comprehensive OSS! s.i.¢ sco sce ee de tena bbs iow eae dy eee he eee $ (20,524) 
Tax 
Pre-Tax (Expense) After-Tax 
For the year ended December 31, 2007 Amount Benefit Amount 
In thousands of dollars 
Net INCOME %.6.5.icc ee WES et dae oak ded dew ea de e a ed esdd taekedee $ 214,154 
Other comprehensive income (loss): 
Foreign currency translation adjustments ....................00.0. $ 44,845 $ — 44,845 
Pension and post-retirement benefit plans ....................0005 104,942 (46,535) 58,407 
Cash flow hedges: 
Gains on cash flow hedging derivatives ................0000- 10,623 (3,838) 6,785 
Reclassification adjustments ...........0. 0000 cece eee eee 252 (79) 173 
Total other comprehensive income .............. 00.0 eee cece eee eee $ 160,662 $(50,452) 110,210 
Comprehensive INCOME: s.4.0:G sce sine euea ng aud oh eRe es ORES ORE Ree’ $ 324,364 
Tax 
Pre-Tax (Expense) After-Tax 
Honshe year endesl December 31,2006 sno see mo 
In thousands of dollars 
INGT ING OMIC. ost sacs ose ias «ie heten 15 Aes a Rite, aia aaa a eee a eas pes $ 559,061 
Other comprehensive income (loss): 
Foreign currency translation adjustments ............ 0.0.0.2 ee eee $ (278) $ — (278) 
Minimum pension liability adjustments ......................0.0. 5,395 (2,035) 3,360 
Cash flow hedges: 
Gains on cash flow hedging derivatives ................0000- 18,206 (6,847) 11,359 
Reclassification adjustments .............0 000 cece eee eee eee (8,370) 3,034 (5,336) 
Total other comprehensive income .............. 0000 cece eee eee eee $ 14,953 $ (5,848) 9,105 
Comprehensive income ......... 0... ccc eee eee een eee $ 568,166 
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Comprehensive income is included on the Consolidated Statements of Stockholders’ Equity. The 


components of accumulated other comprehensive loss, as shown on the Consolidated Balance Sheets, are as 
follows: 


December 31, 2008 2007 
In thousands of dollars 


Foreign currency translation adjustments ................. 000000000005 $ (29,753) $ 44,810 
Pension and post-retirement benefit plans, net of tax.................04. (314,353) (79,565) 
Cash flow hedges, net of tax... 2... 2c eee eee eee (15,802) 6,776 
Total accumulated other comprehensive loss ............-.00 00 eee eeeee $(359,908) $(27,979) 


7. FINANCIAL INSTRUMENTS 


The carrying amounts of financial instruments including cash and cash equivalents, accounts receivable, 
accounts payable and short-term debt approximated fair value as of December 31, 2008 and 2007, because of the 
relatively short maturity of these instruments. 


The carrying value of long-term debt, including the current portion, was $1,524.3 million as of 
December 31, 2008, compared with a fair value of $1,595.0 million based on quoted market prices for the same 
or similar debt issues. The carrying value of long-term debt, including the current portion, was $1,286.1 million 
as of December 31, 2007 compared with a fair value of $1,331.1 million. 


Foreign Exchange Forward Contracts 


For information on the objectives, strategies and accounting polices related to our use of foreign exchange 
forward contracts, see Note 5, Derivative Instruments and Hedging Activities. 


The following table summarizes our foreign exchange activity: 


December 31, 2008 2007 


Contract Primary Contract Primary 
Amount Currencies Amount Currencies 


In millions of dollars 


Foreign exchange forward contracts Euros British pounds 
to purchase foreign currencies .... $0.8 Swiss francs $13.8 Australian dollars 
Mexican pesos Euros 
Foreign exchange forward contracts Canadian dollars Canadian dollars 
to sell foreign currencies ........ $68.1 Australian dollars $86.7 Brazilian reais 


Mexican pesos 


The fair value of foreign exchange forward contracts is included in prepaid expenses and other current 
assets, other non-current assets, accrued liabilities or other long-term liabilities, as appropriate. 


We define the fair value of foreign exchange forward contracts as the amount of the difference between 
contracted and current market foreign currency exchange rates at the end of the period. On a quarterly basis, we 
estimate the fair value of foreign exchange forward contracts by obtaining market quotes of spot and forward 
rates for contracts with similar terms, adjusted where necessary for maturity differences. 
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The combined fair value of our foreign exchange forward contracts included in prepaid expenses and other 
current assets, other non-current assets, accrued liabilities or other long-term liabilities on the Consolidated 
Balance Sheets was as follows: 


December 31, 2008 2007 


In millions of dollars 


Fair value of foreign exchange forward contracts, net—asset (liability) ........... $10.3 $(2.1) 


8. FAIR VALUE ACCOUNTING 


In September 2006, the FASB issued Statement of Financial Accounting Standards No. 157, Fair Value 
Measurements (“SFAS No. 157”). SFAS No. 157 applies a consistent definition to fair value, establishes a 
framework for measuring fair value in GAAP, and expands disclosures about fair value measurements. 


SFAS No. 157 establishes a fair value measurement hierarchy to price a particular asset or liability. The fair 
value of the asset or liability is determined based on inputs or assumptions that market participants would use in 
pricing the asset or liability. These assumptions consist of (1) observable inputs—market data obtained from 
independent sources, or (2) unobservable inputs—market data determined using the company’s own assumptions 
about valuation. 


SFAS No. 157 establishes a fair value hierarchy to prioritize the inputs to valuation techniques, with the 
highest priority being given to Level | inputs and the lowest priority to Level 3 inputs, as defined below: 


¢ Level 1 Inputs—quoted prices in active markets for identical assets or liabilities; 


e Level 2 Inputs—quoted prices for similar assets or liabilities in active markets; quoted prices for 
identical or similar instruments in markets that are not active; inputs other than quoted prices that are 
observable; and inputs that are derived from or corroborated by observable market data by correlation; 
and 


¢ Level 3 Inputs—unobservable inputs used to the extent that observable inputs are not available. These 
reflect the entity’s own assumptions about the assumptions that market participants would use in pricing 
the asset or liability. 


In addition, SFAS No. 157 requires disclosures about the use of fair value to measure assets and liabilities to 
enable the assessment of inputs used to develop fair value measures, and for unobservable inputs, to determine 
the effects of the measurements on earnings. 


Effective January 1, 2008, we partially adopted SFAS No. 157 and have applied its provisions to financial 
assets and liabilities that are recognized or disclosed at fair value on a recurring basis (at least annually). We have 
not yet adopted SFAS No. 157 for nonfinancial assets and liabilities, in accordance with FASB Staff Position 
157-2, Effective Date of FASB Statement No. 157 (“FSP 157-2”). FSP 157-2 defers the effective date of SFAS 
No. 157 to January 1, 2009, for nonfinancial assets and nonfinancial liabilities, except for items that are 
recognized or disclosed on a recurring basis. 


We use certain derivative instruments, from time to time, to manage interest rate, foreign currency exchange 
rate and commodity market price risk exposures, all of which are recorded at fair value based on quoted market 
prices or rates. 
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A summary of our cash flow hedging derivative assets and liabilities measured at fair value on a recurring 
basis as of December 31, 2008, is as follows: 


Quoted Prices in 
Active Markets Significant Other Significant 


Fair Value as of of Identical Observable Unobservable 
December 31, Assets Inputs Inputs 

Description 2008 (Level 1) (Level 2) (Level 3) 
In thousands of dollars 
Assets 
Cash flow hedging derivatives ... $31,087 $20,027 $11,060 $— 
Liabilities 
Cash flow hedging derivatives ... $ 763 $ — $ 763 $— 


As of December 31, 2008, cash flow hedging derivative Level | assets were related to cash transfers 
receivable on commodities futures contracts reflecting the change in quoted market prices on the last trading day 
for the period. We account for commodities futures contracts in accordance with SFAS No. 133. We make or 
receive cash transfers to or from commodity futures brokers on a daily basis reflecting changes in the value of 
futures contracts on the IntercontinentalExchange or various other exchanges. These changes in value represent 
unrealized gains and losses. 


As of December 31, 2008, cash flow hedging derivative Level 2 assets and liabilities were principally 
related to the fair value of foreign exchange forward contracts. We define the fair value of foreign exchange 
forward contracts as the amount of the difference between the contracted and current market foreign currency 
exchange rates at the end of the period. We estimate the fair value of foreign exchange forward contracts on a 
quarterly basis by obtaining market quotes of spot and forward rates for contracts with similar terms, adjusted 
where necessary for maturity differences. 


In February 2007, the FASB issued Statement of Financial Accounting Standards No. 159, The Fair Value 
Option for Financial Assets and Financial Liabilities—Including an amendment of FASB Statement No. 115 
(“SFAS No. 159”). SFAS No. 159 permits entities to choose to measure many financial instruments and other 
items at fair value. The objective of SFAS No. 159 is to improve financial reporting by providing entities with 
the opportunity to mitigate volatility in reported earnings caused by measuring related assets and liabilities 
differently without having to apply complex hedge accounting provisions. 


As of January 1, 2008, we elected not to adopt the fair value option under SFAS No. 159 for any financial 
instruments or other items. 


9. INTEREST EXPENSE 


Net interest expense consisted of the following: 


For the years ended December 31, 2008 2007 2006 

In thousands of dollars 

Long-term debt and lease obligations ...................05- $88,726 $ 80,351 $ 71,546 
Shorttemmndebe ¢..o<5:4:% 08. dando BG Sedarte we dyed See ee wh Sake ds 16,731 43,485 46,269 
Capitalized interest ..... 0.0... cece eee eee (5,779) (2,770) (77) 
Interest expense, ZrOSs .. 10.2... eee eee eee 99,678 121,066 117,738 
InterestnCOMeé: 22:.0-. 45a dace deed we hbeedtie kts) cee ds (1,802) (2,481) (1,682) 
Interest expense, net... 2066. ce ee ee ee ees ee eee $97,876 $118,585 $116,056 
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10. SHORT-TERM DEBT 


As a source of short-term financing, we utilize commercial paper, or bank loans with an original maturity of 
three months or less. Credit agreements entered into over the last three years were as follows: 


Date of Agreement Type of Agreement Purpose Credit Limit 
August 2007 Unsecured revolving General corporate $300 million 
(terminated June 2008) credit agreement purposes 
December 2006 Unsecured revolving General corporate $1.1 billion 
(term extended in 2007, credit agreement purposes Option to borrow 

now expires December 2012) $400 million more 
September 2006 Letter amendment Extend terms of March $200 million 
(expired December 2006) 2006 agreement 
March 2006 Unsecured revolving Seasonal working capital $400 million 
(expired September 2006) credit agreement Share repurchases 


Other business activities 


The December 2006 unsecured committed revolving credit agreement contains a financial covenant 
whereby the ratio of (a) pre-tax income from operations from the most recent four fiscal quarters to 
(b) consolidated interest expense for the most recent four fiscal quarters may not be less than 2.0 to | at the end 
of each fiscal quarter. The credit agreement contains customary representations and warranties and events of 
default. Payment of outstanding advances may be accelerated, at the option of the lenders, should we default in 
our obligation under the credit agreement. As of December 31, 2008, we complied with all customary affirmative 
and negative covenants and the financial covenant pertaining to our credit agreement. There were no significant 
compensating balance agreements that legally restricted these funds. 


In addition to the revolving credit facility, we maintain lines of credit with domestic and international 
commercial banks. Our credit limit in various currencies was $67.1 million in 2008 and $57.0 million in 2007. 
These lines permit us to borrow at the banks’ prime commercial interest rates, or lower. We had short-term 
foreign bank loans against these lines of credit for $28.1 million in 2008 and $22.5 million in 2007. 


The maximum amount of our short-term borrowings during 2008 was $767.1 million. The weighted-average 
interest rate on short-term borrowings outstanding was 1.2% as of December 31, 2008 and 4.5% as of 
December 31, 2007. 


We pay commitment fees to maintain our lines of credit. The average fee during 2008 was less than .1% per 
annum of the commitment. 


We maintain a consolidated cash management system that includes overdraft positions in certain accounts at 


several banks. We have the contractual right of offset for the accounts with overdrafts. These offsets reduced 
cash and cash equivalents by $3.3 million as of December 31, 2008 and $5.9 million as of December 31, 2007. 
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11. LONG-TERM DEBT 


Long-term debt consisted of the following: 


December 31, 2008 2007 

In thousands of dollars 

5.30% Notes due 2011 oo... cece cece cence eee eee e enna $ 250,000 $ 250,000 
6.95% Notes:duée 2012 ae :eos sania s 4 dae Sites oee ee was OA de ee a 150,000 150,000 
5,00% Notes due 2003» 2. cccaud-24 ohaok sews se dna inalnct Hee dha eee 250,000 — 
AS85% Notes:dué 2015: 3s cicd twacbweuteiiee rites eds ee gamed aoe e ieee ead 250,000 250,000 
9349% Notes Ue 2OUGs a atcecccie's hides 28 oe ope een nach diets, elses ARM Rate haa 250,000 250,000 
8:89%o Debentures due 2021) ac065 nd aid ow dhk Hid bee Reda a Re Re ES 100,000 100,000 
72-70: Debentures: GUS: 2027 © essa. ans segedt ete cod soem acd stack wRLE, bomwklyeghs Seat Sad Red wast erate, GEA 250,000 250,000 
Other obligations, net of unamortized debt discount ............ 00... eee ee eee 24,338 36,069 
Total long-term debt. ¢..25. dses vw ce ditdes Vee eee Cee Se eee eee 1,524,338 1,286,069 
LeSSCURTENE POTtOM: 5 2.cc5 piss ok ace deren eecacp! pan ade det a eran gtaaacd Beso da, Boe play aunsgaapale 18,384 6,104 
Long-term portion i:.240644002as4e dda Meoeyeheedes bade ead oe ties $1,505,954 $1,279,965 


Aggregate annual maturities during the next five years are as follows: 


e 2009—$18.4 million 

¢  2010—$3.0 million 

¢ 2011—$253.3 million 
¢ 2012—$151.8 million 
¢  2013—$250.0 million 


Our debt is principally unsecured and of equal priority. None of our debt is convertible into our Common 
Stock. 


12. INCOME TAXES 


Our income (loss) before income taxes was as follows: 


For the years ended December 31, 2008 2007 2006 

In thousands of dollars 

MOTE SUC 44 sh a, saat arena chenrratete a tedegendarde don soees tuo hlant da: Gheet ap indndeaes pata anata ete aed $568,282 $ 456,856 $860,655 
Foreign... 0... c cece cece cece cence eee e eee eseeeeeeeneeeneey (76,260) (116,614) 15,847 
Income before income taxeS ..... 0.0... ccc cece eee eee eens $492,022 $ 340,242 $876,502 


The 2008 and 2007 foreign losses before income taxes were due primarily to the business realignment and 
impairment charges recorded during each year. 
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Our provision for income taxes was as follows: 


For the years ended December 31, 2008 2007 2006 
In thousands of dollars 
Current: 
| <10 || (ae A eC a $181,611 $ 208,754 $279,017 
States. i556 J's du tkte GONG eh Oe Cat eoe bly oo ie veka ceeiene glews de 13,839 26,082 20,569 
OPSIOU Ss. sets cons a factcete tay taacsonhetResaplsaness Gar aueeg gies aeanthaaraire apn esa 2,292 15,528 13,682 
Current provision for income taxeS ....... 0... cece eee eae 197,742 250,364 313,268 
Deferred: 
Federal... 0... ccc cc cee cee eter e ete eetevensens (11,855) (74,658) (381) 
States 4 cicdda tio en dachtg ccheredd bee nt odes ob Bead aadaddaee bela eake 1,843 (10,324) 11,018 
ORCI ON, o.g. ce siectatapndpeceat ate, Gok ends ae walsh cehae toot hoes abs oacetapaciebderw Baan a4 (7,113) (39,294) (6,464) 
Deferred income tax (benefit) provision ........... 0.0. e cece eee eee eee (17,125) (124,276) 4,173 
Total provision for income taxes ........... 0c cece eee eens $180,617 $126,088 $317,441 


The income tax benefits associated with the exercise of non-qualified stock options reduced accrued income 
taxes on the Consolidated Balance Sheets by $1.4 million as of December 31, 2008 and by $9.9 million as of 
December 31, 2007. We credited additional paid-in capital to reflect these income tax benefits. The deferred 
income tax benefit in 2008 and 2007 primarily reflected the tax effect of the charges for the global supply chain 
transformation program recorded during the year. 
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Deferred taxes reflect temporary differences between the tax basis and financial statement carrying value of 


assets and liabilities. The tax effects of the significant temporary differences that comprised the deferred tax 
assets and liabilities were as follows: 


December 31, 2008 2007 
In thousands of dollars 


Deferred tax assets: 


Post-retirement benefit obligations ........... 00... c eee eee eee $122,815 $154,174 
Accrued expenses and other reserves ...... 0.0.0.0 ce eee eee eee eee 103,694 126,032 
Stock-based compensation ......... 0.0.0 cece eee eee eee ene eee 63,122 55,003 
Accrued trade promotion reserves ........ 0. cee eee eee eee ee 4,819 6,107 
P@MSIOMy ii x ofjacs’s fisted ci Sead deal acdusnseay suacadares Shetecdeachudeionte sted new sirete sland ad 1,177 — 
Net operating loss carryforwards .......... 0.0.0. c eee eee eee 25,199 26,792 
OTS 2 sate ohssa ose ety acer ea tices steide estes cp tse snes Beane 2 Geet ween fo Saves 25,671 14,096 
Gross deferred tax assetS ...... 0... cc cece cece ee ete eee tees e eens 346,497 382,204 
Valuation allowance: 2. ack pice deadlock atk dh eats Ge eters (30,814) (28,029) 
Total deferred tax assetS 2.0.0... ccc cee eens 315,683 354,175 
Deferred tax liabilities: 
Property, plant and equipment, net ................ 00.00.00. 0000. 164,629 200,478 
PCHSIONY 2.5.20 p66 it ood sb aid boa Cae dee ee dae ede — 163,461 
Acquired intangibles 0's.6.5 4255 eco ss inatpusvadiie a beg be ek Bos dee aos aoe 33,350 48,756 
INVENtOTIES 4533.2. csiewn dol ad wh a ae BR ae bow CA eee aes 31,404 34,008 
QUST asec ic sels ceca dca bva bod Selsvere Bepeal gue G08 aie Bue dvlaeg-a.g dow gGhgnd ables aca wledpiaraue’s 5,228 4,646 
Total deferred tax liabilities 20... 0.0.0... 0. ccc eee eee 234,611 451,349 
Net deferred tax (assets) liabilities ....... 0.0.0... 0. c cee $ (81,072) $ 97,174 
Included in: 
Current deferred tax assets, net... 2.0.0... cece eee (70,903) (83,668) 
Non-current deferred tax assets, net .... 0.0.0.0... ccc eee eee (13,815) — 
Non-current deferred tax liabilities, net ................ 000000000. 3,646 180,842 
Net deferred tax (assets) liabilities ........... 0.0.00. cece eee eee $ (81,072) $ 97,174 


The change from a position of a net deferred tax liability as of December 31, 2007 to a position of a net 
deferred tax asset as of December 31, 2008, resulted primarily from the significant pension plan asset losses in 
2008 as noted in the change in plan assets in Note 13, Pension and Other Post-Retirement Benefit Plans. 


We believe that it is more likely than not that the results of future operations will generate sufficient taxable 
income to realize the deferred tax assets. The valuation allowances as of December 31, 2008 and 2007 were 
primarily related to tax loss carryforwards from operations in various foreign tax jurisdictions. Additional 
information on income tax benefits and expenses related to components of accumulated other comprehensive 
income (loss) is provided in Note 6, Comprehensive Income. 
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The following table reconciles the Federal statutory income tax rate with our effective income tax rate: 


For the years ended December 31, 2008 2007 2006 
Federal statutory income tax rate 1... eee 35.0% 35.0% 35.0% 
Increase (reduction) resulting from: 
State income taxes, net of Federal income tax benefits .................0. 2.2 2.2 2.8 
Qualified production income deduction ........... 0.000 eee eee eee (1.7) = (1.7) (.9) 
Business realignment initiatives... 2.2.0.0... 22. eee ee eee Ad 1.1 — 
00 01 cea [1 Reese a aN cre ee 5 5 (:7) 
Effective income tax: Tate: sc0644-20-dh edd SIMA GG Ahad CES Hae en 36.7% 37.1% 36.2% 


The effective income tax rate for 2008 was higher by 0.7 percentage points and the effective income tax rate 
for 2007 was higher by 1.1 percentage points resulting from the impact of tax rates associated with business 
realignment and impairment charges. 


In June 2006, the FASB issued FASB Interpretation No. 48, Accounting for Uncertainty in Income Taxes, 
an interpretation of FASB Statement No. 109 (“FIN No. 48”). FIN No. 48 clarifies the accounting for uncertainty 
in income taxes recognized in an enterprise’s financial statements in accordance with Statement of Financial 
Accounting Standards No. 109, Accounting for Income Taxes. FIN No. 48 describes a recognition threshold and 
measurement attribute for the financial statement recognition and measurement of a tax position taken or 
expected to be taken in a tax return and also provides guidance on derecognition, classification, interest and 
penalties, accounting in interim periods, disclosure and transition. 


We adopted the provisions of FIN No. 48 as of January 1, 2007. The adoption of FIN No. 48 did not result 
in a significant change to the liability for unrecognized tax benefits, less offsetting long-term tax assets. 


A reconciliation of the beginning and ending amount of unrecognized tax benefits is as follows: 


December 31, 2008 2007 

In thousands of dollars 

Balance at beginning of year... 6... cece ete eee $74,724 $79,040 

Additions for tax positions taken during prior years ..................0000, 1,436 4,385 

Reductions for tax positions taken during prior years .................00.-. (7,150) (7,819) 
Additions for tax positions taken during the current year................... 7,885 10,388 

Settlements 22.2650 d2c hd duchaee dad bebe ced esiadds wade need (9,295) (5,900) 
Expiration of statutes of limitations ............ 0.0.0. e eee eee eee (9,600) (5,370) 
Balatice aténd Of year vin) cise ca satan dete innds Oo Ue dea Bee ote $58,000 $74,724 


The total amount of unrecognized tax benefits that, if recognized, would affect the effective tax rate was 
$39.2 million as of December 31, 2008, and $49.5 million as of December 31, 2007. 


We report accrued interest and penalties related to unrecognized tax benefits in income tax expense. We 
recognized interest (net of federal benefit) and penalties of $4.7 million during 2008, $.4 million during 2007 and 
$1.4 million during 2006. Accrued interest and penalties were $27.1 million as of December 31, 2008 and $20.8 
million as of December 31, 2007. 


We file income tax returns in the U.S. federal jurisdiction and various state and foreign jurisdictions. A 
number of years may elapse before an uncertain tax position, for which we have unrecognized tax benefits, is 
audited and finally resolved. While it is often difficult to predict the final outcome or the timing of resolution of 
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any particular uncertain tax position, we believe that our unrecognized tax benefits reflect the most likely 
outcome. We adjust these unrecognized tax benefits, as well as the related interest, in light of changing facts and 
circumstances. Settlement of any particular position could require the use of cash. Favorable resolution would be 
recognized as a reduction to our effective income tax rate in the period of resolution. 


The number of years with open tax audits varies depending on the tax jurisdiction. Our major taxing 
jurisdictions include the United States (federal and state) and Canada. During the first quarter of 2008, the U.S. 
Internal Revenue Service (“IRS”) commenced its audit of our U.S. income tax returns for 2005 and 2006. It is 
our understanding that the IRS does not intend to audit 2004. We are no longer subject to U.S. federal 
examinations by the IRS for years before 2004 and various tax examinations by state taxing authorities could be 
conducted for years beginning in 2002. We are no longer subject to Canadian federal income tax examinations by 
the Canada Revenue Agency (“CRA”) for years before 1999. U.S. and Canadian federal audit issues typically 
involve the timing of deductions and transfer pricing adjustments. We work with the IRS and the CRA to resolve 
proposed audit adjustments and to minimize the amount of adjustments. We do not anticipate that any potential 
tax adjustments will have a significant impact on our financial position or results of operations. 


We reasonably expect reductions in the liability for unrecognized tax benefits of approximately $16.0 million 
within the next twelve months because of the expiration of statutes of limitations and settlements of tax audits. 


13. PENSION AND OTHER POST-RETIREMENT BENEFIT PLANS 


We sponsor a number of defined benefit pension plans. Our policy is to fund domestic pension liabilities in 
accordance with the minimum and maximum limits imposed by the Employee Retirement Income Security Act 
of 1974 (“ERISA”) and Federal income tax laws. We fund non-domestic pension liabilities in accordance with 
laws and regulations applicable to those plans. 


We have two post-retirement benefit plans: health care and life insurance. The health care plan is 
contributory, with participants’ contributions adjusted annually. The life insurance plan is non-contributory. 


Effective December 31, 2006, we adopted SFAS No. 158. The provisions of SFAS No. 158 required that the 
funded status of our pension plans and the benefit obligations of our post-retirement benefit plans be recognized 
in our balance sheet. The provisions of SFAS No. 158 also revised employers’ disclosures about pension and 
other post-retirement benefit plans. SFAS No. 158 did not change the measurement or recognition of these plans, 
although it did require that plan assets and benefit obligations be measured as of the balance sheet date. We have 
historically measured the plan assets and benefit obligations as of our balance sheet date. 
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Obligations and Funded Status 


A summary of the changes in benefit obligations and plan assets is as follows: 


Pension Benefits Other Benefits 
December 31, 2008 2007 2008 2007 
In thousands of dollars Se 
Change in benefit obligation 
Projected benefits obligation at beginning of year ..... $1,033,322 $1,065,342 $362,916 $ 345,116 
DEFVICE COSb ie oici.i, Stacaitedek na iodey Sia’ als dud arlececa ee ea bai 6 29,601 43,462 1,752 3,899 
Interest COStSsco0 5208 Yas oA Ge ee A a 59,409 59,918 20,299 19,762 
Plan amendments ......... 0.0... e cece eee eens 344 2,098 — — 
Actuarial loss (gain) ... 0.0... 2. eee eee eee 10,297 (58,905) (42,314) (25,543) 
Special termination benefits ...................0.. 83 46,827 _— 652 
Curtailment s.0:4. 608-82 vie Ged hes SR ete aS — (16,687) — 36,138 
Settlement ...... 0.0.0.0... cee (80,381) (90,806) — — 
Medicare drug subsidy ................. 0.000000, —_— — 1,488 2,251 
Currency translation and other .................... (20,202) 20,309 (2,668) 3,445 
Benefits: paid’ io. cia Gud ees saber eles tao (68,876) (38,236) (26,073) (22,810) 
Benefits obligation at end of year.................. 963,597 = 1,033,322 315,400 362,916 
Change in plan assets 
Fair value of plan assets at beginning of year ........ 1,387,317 — 1,393,301 —_— — 
Actual (loss) return on plan assets ..............04- (325,238) 89,654 — — 
Employer contribution ................... 00.000. 32,759 15,836 24,585 20,553 
Settlement ..24.iccc.se0 as feted See a oe aan we (80,381) (90,806) — — 
Medicare drug subsidy ....................0..00. —_— —_— 1,488 2,257 
Currency translation and other ................00-. (22,774) 17,568 — — 
Benefits paid <4 sa.cinecuscedeoiengecdeaweedeaes (68,876) (38,236) (26,073) (22,810) 
Fair value of plan assets at end of year.............. 922,807 = 1,387,317 —_— — 
Funded status at end of year .............. 00.00.0005 $ (40,790) $ 353,995 $(315,400) $(362,916) 


The accumulated benefit obligation for all defined benefit pension plans was $942.1 million as of 
December 31, 2008 and $1.0 billion as of December 31, 2007. 


We made total contributions to the pension plans of $32.8 million during 2008. In 2007, we made total 
contributions of $15.8 million to the pension plans. For 2009, there will be no significant minimum funding 


requirements for our pension plans. 


Amounts recognized in the Consolidated Balance Sheets consisted of the following: 


Pension Benefits Other Benefits 
December 31, 2008 2007 2008 2007 
In thousands of dollars 
QOtleraSsets: shares ce cancenee eee Pe wodes vuld a eaben wee $ 31,509 $416,032 $ — $ — 
Accrued liabilities 2.0.0... 0... eee eee (11,105) (31,916) (30,399) (32,208) 
Other long-term liabilities 2.2.0.0... 0.0... eee ee eee (61,194) (30,121) (285,001) (330,708) 
MOUAL: gccadestauttteiauded avatars aticsta Svcs uae ehsauureee aa aac aatanes Gees $(40,790) $353,995  $(315,400) $(362,916) 
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Amounts recognized in accumulated other comprehensive loss, net of tax, consisted of the following: 


Pension Benefits Other Benefits 
December 31, 2008 2007 2008 2007 
In thousands of dollars 
Actuarial net (loss) gain... 6.2 eee eee $(335,424) $70,000) $16,588  $(13,645) 
Net prior service credit ...... 0.0.0.0... eee eee 3,015 2,374 1,468 1,706 
19] 1 Le ate Re a? CP $(332,409) $(67,626) $18,056  $(11,939) 


Plans with accumulated benefit obligations in excess of plan assets were as follows: 


December 31, 2008 2007 
In thousands of dollars 

Projected benefit obligation ........... 0.00. eee eee eee $421,338 $63,014 
Accumulated benefit obligation ...... 0.0.0... cece ccc ee eens 410,470 55,623 
Fair value‘of plan assets: os o¢032d6 $65 304d betwen ade e as JBa seen css 349,131 977 


Components of Net Periodic Benefit (Income) Cost and Other Amounts Recognized in Other 
Comprehensive Income 


Net periodic benefit (income) cost for our pension and other post-retirement plans consisted of the 
following: 


Pension Benefits Other Benefits 
For the years ended December 31, 2008 2007 2006 2008 2007 2006 
In thousands of dollars 
Service COSt ... 0... 0. ccc cece eee $ 29,601 $ 43,462 $ 55,759 $ 1,752 $ 3,899 $ 5,718 
Interest cost ..... 0.0.0... eee eee eee 59,409 59,918 58,586 20,299 19,762 19,083 
Expected return on plan assets ...... (107,518) (115,956) (106,066) — — — 
Amortization of prior service cost 
(GhEdIO) sven aesiat red hein haeos 1,285 1,936 3,981 (458) (151) 192 
Amortization of unrecognized 
transition balance .............. — — 59 — — — 
Amortization of net (gain) loss ...... (520) 1,095 12,128 (3) 1,218 3,705 
Administrative expenses ........... 383 563 889 — — _— 
Net periodic benefit (income) cost ....... (17,360) (8,982) 25,336 21,590 24,728 28,698 
Special termination benefits ........ 173 46,827 269 —_— 652 — 
CurtarlmenitlOss: oscscscs ss does aia a's — 8,400 49 — 41,653 113 
Settlement loss .................. 15,297 11,753 28 — —_ — 
Total amount reflected in earnings ....... $ (1,890) $ 57,998 $ 25,682 $21,590 $67,033 $28,811 


The special termination benefits charges, curtailment losses and settlement losses recorded in 2008 and 
2007 were primarily related to the global supply chain transformation program. The amounts recorded during 
2006 were primarily associated with a Voluntary Workforce Reduction Program. We discuss both of these 
programs in Note 3, Business Realignment Initiatives. 


85 


THE HERSHEY COMPANY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 


Amounts recognized in other comprehensive loss (income) and net periodic benefit (income) cost before tax 
for our pension and other post-retirement plans consisted of the following: 


Pension Benefits Other Benefits 
For the years ended December 31, 2008 2007 2006 2008 2007 2006 
In thousands of dollars 
Actuarial net loss (gain) ..............05. $428,276 $(58,481) $ —  $(42,311) $(41,594) $ — 
Prior service (credit) cost ..............-. (941) (4,975) — 458 108 — 
Minimum pension liability ............... — — 5,395 —_— — — 


Total recognized in other comprehensive 
loss (income) .............0.0000 $427,335 $(63,456) $ 5,395 $(41,853) $(41,486) $ — 


Total recognized in net periodic benefit 
(income) cost and other 


comprehensive loss (income) ....... $409,975 $(72,438) $30,731 $(20,263) $(16,758) $28,698 


The estimated amounts for the defined benefit pension plans and the post-retirement benefit plans that will 


be amortized from accumulated other comprehensive income (loss) into net periodic benefit (income) cost over 
the next fiscal year are as follows (in thousands): 


Post-Retirement 
Pension Plans Benefit Plans 


Amortization of net actuarial loss (gain) ... 0.2.2... 0... $33,630 $114) 
Amortization of prior service cost (credit) 21.0... 0.0... cece eee eee $ 1,202 $(475) 
Assumptions 


Certain weighted-average assumptions used in computing the benefit obligations as of December 31, 2008 
were as follows: 


Pension Benefits Other Benefits 
2008 2007 2008 2007 


DISCOUME TALE: sasceces adie heise behest kale Geb td Se A ek aes 6.4% 6.2% 64% 6.2% 
Rese ere bases eee nek ero 4.7% 48% N/A NA 


For measurement purposes as of December 31, 2008, we assumed an 8.0% annual rate of increase in the per 
capita cost of covered health care benefits for 2009, grading down to 5.0% by 2012. 


For measurement purposes as of December 31, 2007, we assumed a 9.0% annual rate of increase in the per 
capita cost of covered health care benefits for 2008, grading down to 5.0% by 2012. 


Certain weighted-average assumptions used in computing net periodic benefit (income) cost are as follows: 


Pension Benefits Other Benefits 
For the years ended December 31, 2008 2007 2006 2008 2007 2006 
Discount fate: 1.2.3 6a.¢scaedbibrndgetindecianead 6.3% 5.8% 54% 6.3% 5.8% 5.4% 
Expected long-term return on plan assets ............ 8.5% 85% 85% N/A N/A N/A 
Rate of compensation increase .................04. 4.7% 4.7% 48% NIA N/A N/A 
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We based the asset return assumption of 8.5% for 2008, 2007 and 2006 on current and expected asset 
allocations, as well as historical and expected returns on the plan asset categories. The historical geometric 
average return over the 21 years prior to December 31, 2008, was approximately 7.7%. 


Assumed health care cost trend rates have a significant effect on the amounts reported for the post- 
retirement health care plans. A one-percentage point change in assumed health care cost trend rates would have 
the following effects: 


One-Percentage 


One-Percentage Point 
Impact of assumed health care cost trend rates Point Increase (Decrease) 
In thousands of dollars 
Effect on total service and interest cost components.............. $ 466 $ (421) 
Effect on post-retirement benefit obligation .................... 5,258 (4,840) 


Plan Assets 


The following table sets forth the actual asset allocation and weighted-average target asset allocation for our 
U.S. and non-U.S. pension plan assets: 


Percentage of Plan 


Pein . Assets as of December 31, 
Asset Category 2009 2008 2007 
Equity S€CUMMES 202). soso ese Gu hee a ba ee ee eae tales 58-85% 66% 11% 
Debt secunities® .4.5...0 6nd e ends o eatin deed aad week 15-42% 32 27 
OUCH eee art ca saa, 2 ae lacis Sapahalye Bk velara a nese a aan mac anteater 0-5% 2 2 
Total jcisvecdeetaiee hid ebhiid abana dda wind aebadiee ban 100% 100% 


Investment objectives for our domestic plan assets are: 

¢ To optimize the long-term return on plan assets at an acceptable level of risk; 

¢ To maintain a broad diversification across asset classes; 

¢ To maintain careful control of the risk level within each asset class; and 

¢ To focus on a long-term return objective. 

Our Company complies with ERISA rules and regulations and we prohibit investments and investment 
strategies not allowed by ERISA. We do not permit direct purchases of our Company’s securities or the use of 


derivatives for the purpose of speculation. We invest the assets of non-domestic plans in compliance with laws 
and regulations applicable to those plans. 


Cash Flows 


Information about the expected cash flows for our pension and other post-retirement benefit plans is as 
follows: 


Expected Benefit Payments 


2009 2010 2011 2012 2013 2014-2018 
In thousands of dollars 
Pension Benefits .................. $191,593 $64,939 $51,325 $54,398 $56,195 $395,206 
Other Benefits .................... 30,399 32,125 32,426 31,476 30,620 131,655 


The significantly higher 2009 expected cash flows from our pension plans are related to the global supply 
chain transformation program. These payments are primarily associated with the termination and partial 
termination of two Canadian pension plans, along with potential payments from a domestic pension plan which 
are highly dependent on the decisions of impacted hourly employees to withdraw funds. 
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14. EMPLOYEE STOCK OWNERSHIP TRUST AND SAVINGS PLANS 


Prior to December 31, 2006, our Company’s employee stock ownership trust (“ESOP”) served as the 
primary vehicle for employer contributions to The Hershey Company 401(k) Plan (formerly known as The 
Hershey Company Employee Savings Stock Investment and Ownership Plan) for participating domestic salaried 
and hourly employees. In December 1991, we funded the ESOP by providing a 15-year, 7.75% loan of $47.9 
million. The ESOP used the proceeds of the loan to purchase our Common Stock. During 2006, the ESOP 
received a combination of dividends on unallocated shares of our Common Stock and contributions from us. This 
equaled the amount required to meet principal and interest payments under the loan. Simultaneously, the ESOP 
allocated to participants 318,351 shares of our Common Stock in 2006. As of December 31, 2006 all shares had 
been allocated. We consider all ESOP shares as outstanding for income per share computations. 


The following table summarizes our ESOP expense and dividends: 


For the years ended December 31, 2006 
In millions of dollars a 
Compensation (income) related to ESOP ..... 20... eee ete enna $(.3) 
Dividends paid on unallocated ESOP shares .......... 0.000 e cece ee 3 


e We recognized net compensation expense equal to the shares allocated multiplied by the original cost of 
$10.03 per share less dividends received by the ESOP on unallocated shares. 


e We reflected dividends paid on all ESOP shares as a reduction to retained earnings. 


Contributions to The Hershey Company 401(k) Plan are based on a portion of eligible pay up to a defined 
maximum. Beginning in 2007, the defined maximum was increased for all domestic salaried and non-union 
hourly employees and all matching contributions were made in cash. Beginning in 2008, the defined maximum 
was increased for certain union hourly employees. Some non-domestic employees are eligible to participate in 
similar plans. Expense associated with the defined contribution plans was $22.1 million in 2008 and $18.7 
million in 2007. 


15. CAPITAL STOCK AND NET INCOME PER SHARE 


We had 1,055,000,000 authorized shares of capital stock as of December 31, 2008. Of this total, 
900,000,000 shares were designated as Common Stock, 150,000,000 shares as Class B Common Stock (“Class B 
Stock’) and 5,000,000 shares as Preferred Stock. Each class has a par value of one dollar per share. As of 
December 31, 2008, a combined total of 359,901,744 shares of both classes of common stock had been issued of 
which 227,035,071 shares were outstanding. No shares of the Preferred Stock were issued or outstanding during 
the three-year period ended December 31, 2008. 


Holders of the Common Stock and the Class B Stock generally vote together without regard to class on 
matters submitted to stockholders, including the election of directors. The holders of Common Stock have one 
vote per share and the holders of Class B Stock have ten votes per share. However, the Common Stock holders, 
voting separately as a class, are entitled to elect one-sixth of the Board of Directors. With respect to dividend 
rights, the Common Stock holders are entitled to cash dividends 10% higher than those declared and paid on the 
Class B Stock. 


Class B Stock can be converted into Common Stock on a share-for-share basis at any time. During 2008, 
95,419 shares of Class B Stock were converted into Common Stock. During 2007, 9,751 shares were converted 
and during 2006, 2,400 shares were converted. 
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Changes in outstanding Common Stock for the past three years were as follows: 


For the years ended December 31, 2008 2007 2006 
Shares issued ....... 0.0.0.0 00 cc cece ee eens 359,901,744 359,901,744 359,901,744 
Treasury shares at beginning of year ............ (132,851,893) (129,638,183) (119,377,690) 


Stock repurchases: 
Repurchase programs and privately negotiated 


CFATISACTIONS: 2:35 aca. e00 ahs, ans. aua, a ate Peay wie — (2,915,665) (10,601,482) 
Stock options and benefits ................ (1,609,612) (2,046,160) (1,096,155) 
Stock issuances: 
Stock options and benefits ................ 1,594,832 1,748,115 1,437,144 
Treasury shares at end of year...............04. (132,866,673) (132,851,893) (129,638,183) 
Net shares outstanding at end of year ............ 227,035,071 227,049,851 230,263,561 


Basic and Diluted Earnings Per Share were computed based on the weighted-average number of shares of 
the Common Stock and the Class B Stock outstanding as follows: 


For the years ended December 31, 2008 2007 2006 
In thousands except per share amounts 
Net iNCOMG iiie3.62 ohh ede ood downs Seabee deeds $311,405 $214,154 $559,061 
Weighted-average shares—Basic 
Common Stock :..2.s0.8 eek sca 6-68 b No tia Maw Sa eee ak 166,709 168,050 174,722 
Class B-Stock: .sa.dc.n eds weaaa aie ace weaclneers cees 60,777 60,813 60,817 
Total weighted-average shares—Basic ..................-. 227,486 228,863 235,539 
Effect of dilutive securities: 
Employee stock options .............. 0.00000. e eee ee 884 2,058 2,784 
Performance and restricted stock units ................ 327 528 748 
Weighted-average shares—Diluted ............... 0202000 228,697 231,449 239,071 
Earnings Per Share—Basic 
Common Stock ., oe. ceed eGo ead eb emand sees $ 141 $ 26 $ 2.44 
Class: B: Stok: 0 e.acc eee dane. tad Bateau, o 3 48 $ 1.27 §$ 87 $ 2.19 
Earnings Per Share—Diluted 
Common Stock « .éc.cjaiegeds ban bieka pee eeeaisee s $ 136 $ 93 $$ 2.34 
Class B: Stock: 2.6 233.08ak oA bode iacdinig eee e $ 127 $ 87 $ 2.17 


For the year ended December 31, 2008, 12.7 million stock options were not included in the diluted earnings 
per share calculation because the exercise price was higher than the average market price of the Common Stock 
for the year. Therefore, the effect would have been antidilutive. In 2007, 6.8 million stock options were not 
included, and in 2006, 3.7 million stock options were not included in the diluted earnings per share calculation 
because the effect would have been antidilutive. 


89 


THE HERSHEY COMPANY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 


Milton Hershey School Trust 


Hershey Trust Company, as Trustee for the benefit of Milton Hershey School, as institutional fiduciary for 
estates and trusts unrelated to Milton Hershey School, and as direct owner of investment shares, held 13,228,318 
shares of our Common Stock as of December 31, 2008. As Trustee for the benefit of Milton Hershey School, 
Hershey Trust Company held 60,612,012 shares of the Class B Stock as of December 31, 2008, and was entitled 
to cast approximately 80% of the total votes of both classes of our common stock. The Milton Hershey School 
Trust must approve the issuance of shares of Common Stock or any other action that would result in the Milton 
Hershey School Trust not continuing to have voting control of our Company. 


Stockholder Protection Rights Agreement 


In December 2000, our Board of Directors unanimously adopted a Stockholder Protection Rights 
Agreement and declared a dividend of one right (“Right”) for each outstanding share of Common Stock and 
Class B Stock payable to stockholders of record at the close of business on December 26, 2000. The Rights will 
at no time have voting power or receive dividends. The issuance of the Rights has no dilutive effect, does not 
affect reported earnings per share and is not taxable. The Rights will not change the manner in which our 
Common Stock is traded. 


The Rights become exercisable only upon: 


e resolution of the Board of Directors after any person (other than the Milton Hershey School Trust) has 
commenced a tender offer that would result in such person becoming the beneficial owner of 15% or 
more of the Common Stock; 


¢ our announcement that a person or group (other than the Milton Hershey School Trust) has acquired 
15% or more of the outstanding shares of Common Stock; or 


* aperson or group (other than the Milton Hershey School Trust) becoming the beneficial owner of more 
than 35% of the voting power of all of the outstanding Common Stock and Class B Stock. 


When exercisable, each Right entitles its registered holder to purchase from our Company, at a pre— 
determined exercise price, one one-thousandth of a share of Series A Participating Preferred Stock, par value 
$1.00 per share. The Rights are convertible by holders of Class B Stock into Series B Participating Preferred 
Stock based on one one-thousandth of a share of Series B Participating Preferred Stock for every share of Class B 
Stock held at that time. Each one one-thousandth of a share of Series A Participating Preferred Stock has 
economic and voting terms similar to those of one share of Common Stock. Similarly, each one one-thousandth 
of a share of Series B Participating Preferred Stock has economic and voting terms similar to those of one share 
of Class B Stock. 


Each Right will automatically become a right to buy that number of one one-thousandth of a share of Series 
A Participating Preferred Stock upon the earlier of: 


¢ apublic announcement by our Company that a person or group (other than the Milton Hershey School 
Trust) has acquired 15% or more of the outstanding shares of Common Stock; or 


¢ such person or group (other than the Milton Hershey School Trust) acquiring more than 35% of the 
voting power of the Common Stock and Class B Stock. 


The purchase price is pre-determined. The market value of the preferred stock would be twice the exercise 
price. Rights owned by the acquiring person or group are excluded. In addition, if we are acquired in a merger or 
other business combination, each Right will entitle a holder to purchase from the acquiring company, for the 
pre-determined exercise price, preferred stock of the acquiring company having an aggregate market value equal 
to twice the exercise price. 
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Further, our Board of Directors may, at its option, exchange all (but not less than all) of the outstanding 
Preferred Stock (other than Rights held by the acquiring person or group) for shares of Common Stock or Class B 
Stock, as applicable at any time after a person or group (other than the Milton Hershey School Trust) acquires: 


e 15% or more (but less than 50%) of our Common Stock; or 


e more than 35% of the voting power of all outstanding Common Stock and Class B Stock. 


This may be done at an exchange ratio of one share of Common Stock or Class B Stock for each one 
one-thousandth of a share of Preferred Stock. 


Solely at our option, we may amend the Rights or redeem the Rights for $.01 per Right at any time before 
the acquisition by a person or group (other than the Milton Hershey School Trust) of beneficial ownership of 
15% or more of our Common Stock or more than 35% of the voting power of all of the outstanding Common 
Stock and Class B Stock. Unless redeemed earlier or extended by us, the Rights will expire on December 14, 
2010. 


16. STOCK COMPENSATION PLANS 


At our annual meeting of stockholders, held April 17, 2007, stockholders approved The Hershey Company 
Equity and Incentive Compensation Plan (“EICP”’). The EICP is an amendment and restatement of our former 
Key Employee Incentive Plan, a share-based employee incentive compensation plan, and is also a continuation of 
our Broad Based Stock Option Plan, Broad Based Annual Incentive Plan and Directors’ Compensation Plan. 
Following its adoption on April 17, 2007, the EICP became the single plan under which grants using shares for 
compensation and incentive purposes will be made. 


The following table summarizes our compensation costs: 


For the years ended December 31, 2008 2007 2006 
In millions of dollars 
Total compensation amount charged against income for stock 


compensation plans, including stock options, performance stock units 


and restricted stock units 2.0.0... eee cee eee $36.3 $28.5 $41.3 
Total income tax benefit recognized in Consolidated Statements of Income 
for share-based compensation ......... 0.00. c cece e eee eee eee $13.1 $99 $15.0 


Compensation costs for stock compensation plans are primarily included in selling, marketing and 
administrative expense. The increase in share-based compensation expense for 2008 resulted from the impact of 
lowered performance expectations for the performance stock units in 2007 and the timing of the 2007 stock 
option grants. Our annual grant of stock options to management level employees, which customarily occurs in 
February of each year, was delayed in 2007 pending approval by our stockholders of the EICP. In 2008, we 
resumed our customary February grant schedule. The decline in compensation costs from 2006 to 2007 was 
primarily caused by reduced estimates for performance stock unit awards reflecting lower than expected 
operating results for the Company. In addition, stock option expense was lower in 2007 due to the timing of our 
primary stock option grant. 


In 2008 and 2007, compensation cost was reduced by $.6 million and $1.1 million, respectively, related to 
stock option forfeitures from the global supply chain transformation program. In 2006, compensation cost 
included $1.2 million for the impact of accelerated vesting of stock options for employees exiting our Company. 
The income tax benefit amount for 2006 included $0.5 million for the accelerated vesting of stock options under 
this program. The accelerated vesting affected less than 100 employees exiting the company in 2006 under the 
Voluntary Workforce Reduction Programs described in Note 3, Business Realignment Initiatives. 
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The EICP provides for grants of one or more of the following stock-based compensation awards to 
employees, non-employee directors and certain service providers upon whom the successful conduct of our 
business is dependent: 


¢ non-qualified stock options (“stock options”’); 

¢ performance stock units and performance stock; 
¢ stock appreciation rights; 

e restricted stock units and restricted stock; and 


e¢ other stock-based awards. 


The EICP also provides for the deferral of stock-based compensation awards by participants if approved by 
the Compensation and Executive Organization Committee of our Board and if in accordance with an applicable 
deferred compensation plan of the Company. Currently, the Compensation and Executive Organization 
Committee has authorized the deferral of performance stock unit and restricted stock unit awards by certain 
eligible employees under the Company’s Deferred Compensation Plan. Our Board has authorized our 
non-employee directors to defer any portion of their cash retainer, committee chair fees and restricted stock units 
awarded after 2007 that they elect to convert into deferred stock units under our Directors’ Compensation Plan. 
As of December 31, 2008, 52.0 million shares were authorized and approved by the Company’s stockholders for 
grants under the EICP. 


In July 2004, we announced a worldwide stock option grant under the Broad Based Stock Option Plan. This 
grant provided over 13,000 eligible employees with 100 non-qualified stock options. The stock options were 
granted at a price of $46.44 per share, have a term of ten years and will vest on July 19, 2009. 


The following table sets forth information about the weighted-average fair value of options granted to 
employees during the year using the Black-Scholes option-pricing model and the weighted-average assumptions 
used for such grants: 


For the years ended December 31, 2008 2007 2006 
Dividend: yieldS. ic. ¢ seas bag beh ho kee asad ie hee Ae e ay aka we slehed 2.4% 2.0% 1.6% 
Expected: Volatility 24.243 des cag shes dees doe eee epi tiaddesaly ees 18.1% 19.5% 23.7% 
Risk-free interest Lates: «sects esawaie Se shi auesdlehac dng acatacd qiscds aed eon Shace wad dala bles e g 3.1% 46% 4.6% 
Expected lives 10 Yeats. 2.0030. foie ae eee ee cea sie iso a eee 6.6 6.6 6.6 


e “Dividend yields” means the sum of dividends declared for the four most recent quarterly periods, 
divided by the estimated average price of our Common Stock for the comparable periods. 


e “Expected volatility” means the historical volatility of our Common Stock over the expected term of 
each grant. We exclude the period during 2002 when unusual volatility resulted from the exploration of 
the possible sale of our Company. 


e We base the risk-free interest rate for periods within the contractual life of the option on the U.S. 
Treasury yield curve in effect at the time of grant. 


e “Expected lives” means the period of time that options granted are expected to be outstanding based 
primarily on historical data. 


Stock Options 


The exercise price of each option awarded under the EICP equals the closing price of the Company’s 
Common Stock on the New York Stock Exchange on the date of grant. Prior to approval by our stockholders of 
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the EICP on April 17, 2007, the exercise price of stock options granted under the former Key Employee 
Incentive Plan was determined as the closing price of our Common Stock on the New York Stock Exchange on 
the trading day immediately preceding the date the stock options were granted. Each option has a maximum term 
of ten years. Options granted to executives and key employees prior to January 1, 2000, vested at the end of the 
second year after grant. In 2000, we changed the terms and conditions of the grants to provide for pro-rated 
vesting over four years for options granted subsequent to December 31, 1999. 


For the years ended December 31, 2008 2007 2006 


In millions of dollars 


Compensation amount charged against income for stock options ......... $27.2 $26.8 $33.4 


In 2008 and 2007, compensation cost was reduced by $.6 million and $1.1 million, respectively, related to 
stock option forfeitures from the global supply chain transformation program. The 2006 compensation amount 
included $1.2 million for the impact of the modification of stock option grants resulting in accelerated vesting of 
stock options. The modification related to employees exiting our Company in 2006 under the terms of the 
Voluntary Workforce Reduction Programs described in Note 3, Business Realignment Initiatives. 


A summary of the status of our Company’s stock options and changes during the years ending on those 
dates follows: 


2008 2007 2006 
Weighted- Weighted- Weighted- 
Average Average Average 
Exercise Exercise Exercise 
puekOpaons _ eres ee ee oe, ee. 
Outstanding at 
beginning of year ... 13,889,116 $43.26 13,855,113 $40.29 13,725,113 $37.83 
Granted ics eee ee eases 4,468,494 $35.95 2,240,883 $53.72 1,777,189 $52.43 
Exercised............ (1,196,417) $30.92 (1,686,448) $29.97 (1,269,690) $28.68 
Forfeited ............ (489,550) $46.83 (520,432) $52.29 (377,499) $47.19 
Outstanding at end of 
Veal ever gesase es 16,671,643 $42.08 13,889,116 $43.26 13,855,113 $40.29 
Options exercisable at 
year-end .......... 8,752,201 $40.91 8,316,966 $37.43 8,212,209 $34.39 
Weighted-average fair 
value of options 
granted during the 
year (per share) ..... $ 6.20 $ 12.84 $ 15.07 
For the years ended December 31, 2008 2007 2006 
In millions of dollars 
Intrinsic value of options exercised ..... 2.0... 0. cece eee eee $10.0 $34.3 $32.3 


The aggregate intrinsic value of options outstanding as of December 31, 2008 was $13.7 million. The 
aggregate intrinsic value of exercisable options as of December 31, 2008 was $13.7 million. 


As of December 31, 2008, there was $35.2 million of total unrecognized compensation cost related to 
non-vested stock option compensation arrangements granted under the EICP. We expect to recognize that cost 
over a weighted-average period of 2.4 years. 


93 


THE HERSHEY COMPANY 
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS—(Continued) 


The following table summarizes information about stock options outstanding as of December 31, 2008: 


Options Outstanding Options Exercisable 
Weighted- 
Average 
Number Remaining Weighted- Number Weighted- 
Range of Exercise Outstanding as Contractual Average Exercisable as of Average 
ee JS ae eee eS Oe 
$ 22.50-34.66 ...... 3,908,873 3.2 $31.28 3,874,418 $31.26 
$ 34.85-52.26 ...... 7,754,257 75 $38.31 2,332,635 $38.68 
$ 52.30-64.65 ...... 5,008,513 7.2 $56.37 2,545,148 $57.64 
$ 22.50-64.65 ...... 16,671,643 6.6 $42.08 8,752,201 $40.91 


Performance Stock Units and Restricted Stock Units 


Under the EICP, our Company grants performance stock units to selected executives and other key 
employees. Vesting is contingent upon the achievement of certain performance objectives. If our Company meets 
targets for financial measures at the end of the applicable three-year performance cycle, we award the full 
number of shares to the participants. The performance scores for 2008 grants of performance stock units can 
range from 0% to 250% of the targeted amounts. There were also additional grants of 2008 performance stock 
units (“2008 supplemental grants”) which were supplements to the 2007 grants. The performance scores for the 
2008 supplemental grants can range from 0% to 150%. Participants will receive the greater of an award for the 
2008 supplemental grants or the 2007 grants. 


In 2008, 2007 and 2006, we awarded restricted stock units to certain executive officers and other key 
employees under the EICP. We also awarded restricted stock units quarterly to non-employee directors. 


Our Company recognizes the compensation cost associated with performance stock units ratably over the 
three-year term, except for the 2003 grants and 2008 supplemental grants. An additional three-year vesting term 
was imposed for the 2003 grants with accelerated vesting for retirement, disability or death. The compensation 
cost for the 2003 grants was recognized over a period from three to six years. The compensation cost for the 2008 
supplemental grants is being recognized over two years. Compensation cost is based on the grant date fair value 
for the 2003, 2006, 2007 and 2008 grants because those grants can only be settled in shares of our Common 
Stock. Compensation cost for the 2004 and 2005 grants was based on the year-end market value of the stock 
because those grants could be settled in cash or in shares of our Common Stock. 


We recognize the compensation cost associated with employee restricted stock units over a specified 
restriction period based on the year-end market value of the stock. We recognize expense for employee restricted 
stock units based on the straight-line method. We recognize the compensation cost associated with non-employee 
director restricted stock units at the grant date. 


For the years ended December 31, 2008 2007 2006 


In millions of dollars 


Compensation amount charged against income for performance and restricted 
SOCK MMILS 5 atiaa. gece oa. neadendia Gees Neem ane ea hagas oS ogee ee ARES Btwn $9.1 $1.7 $7.9 


The increase in compensation expense for 2008 resulted from the impact of lowered performance 
expectations for the performance stock units in 2007. 
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Performance stock units and restricted stock units granted for potential future distribution were as follows: 


For the years ended December 31, 2008 2007 2006 
Units:eranted. 0 ei6% is 8d eas SA a ae eae oes 541,623 387,143 247,340 
Weighted-average fair value at date of grant ................ $ 37.78 $ 49.83 $ 55.24 


A summary of the status of our Company’s performance stock units and restricted stock units as of 
December 31, 2008 and the change during 2008 follows: 


Weighted-average grant date fair value 
for equity awards or market value for 


Performance Stock Units and Restricted Stock Units 2008 liability awards 
Outstanding at beginning of year ................ 691,032 $38.14 
Granted) v.22 c ideale tae W ews GRR ERS oA 541,623 $37.78 
Performance assumption change ................-. (99,355) $45.89 
Vested: c.i0ciaptbitidacastewetbisiadacdige nds (333,980) $35.41 
Horbeited) pied: icshaie atest dale coats cetlemnaoe mauseeticoue (33,111) $40.45 
Outstanding at end of year .................00.. 766,209 $36.13 


As of December 31, 2008, there was $16.4 million of unrecognized compensation cost relating to 
non-vested performance stock units and restricted stock units. We expect to recognize that cost over a weighted- 
average period of 2.1 years. 


For the years ended December 31, 2008 2007 2006 


In millions of dollars 


Intrinsic value of share-based liabilities paid, combined with the fair value 
Of Shates VeStd) 4..<5.4 davies dae Gardoceae We w o ae hegre dal ied Beeeteidecw ce $10.3 $22.4 $4.7 


The higher 2007 amount was due to the payment of awards earned for the 2004-2006 performance stock 
unit cycle. In 2008, no payment was made for the 2005-2007 performance stock unit cycle based on the 
Company’s performance against the two financial objectives which fell below the threshold levels required to 
earn an award. The 2006 amount was lower due to the additional three-year vesting term for the 2003 
performance stock unit grants which reduced the number of shares that vested in 2006. 


Deferred performance stock units, deferred restricted stock units, deferred directors’ fees and accumulated 
dividend amounts totaled 446,845 units as of December 31, 2008. 


We did not have any stock appreciation rights that were outstanding as of December 31, 2008. 


17. SUPPLEMENTAL BALANCE SHEET INFORMATION 
Accounts Receivable—Trade 


In the normal course of business, our Company extends credit to customers that satisfy pre-defined credit 
criteria, based upon the results of our recurring financial account reviews and our evaluation of the current and 
projected economic conditions. Our primary concentration of credit risk is associated with McLane Company, 
Inc., one of the largest wholesale distributors to convenience stores, drug stores, wholesale clubs and mass 
merchandisers. As of December 31, 2008, McLane Company, Inc. accounted for approximately 27.3% of our 
total accounts receivable. No other customer accounted for more than 10% of our year-end accounts receivable. 
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We believe that we have little concentration of credit risk associated with the remainder of our customer base. 
Accounts Receivable-Trade, as shown on the Consolidated Balance Sheets, were net of allowances and 
anticipated discounts of $16.7 million as of December 31, 2008. Allowances and discounts were $17.8 million as 
of December 31, 2007. 


Prepaid Expenses and Other Current Assets 


As of December 31, 2008, prepaid expenses and other current assets included a receivable of approximately 
$14.5 million related to the recovery of damages from a product recall and temporary plant closure in Canada. A 
receivable of $17.7 million was included as of December 31, 2007. The decrease resulted primarily from 
currency exchange rate fluctuations. The product recall during the fourth quarter of 2006 was caused by a 
contaminated ingredient purchased from an outside supplier with whom we have filed a claim for damages and 
are currently in litigation. 


Inventories 


We value the majority of our inventories under the last-in, first-out (“LIFO”) method and the remaining 
inventories at the lower of first-in, first-out (“FIFO”) cost or market. Inventories include material, labor and 
overhead. LIFO cost of inventories valued using the LIFO method was $363.7 million as of December 31, 2008 
and $369.9 million as of December 31, 2007. We stated inventories at amounts that did not exceed realizable 
values. Total inventories were as follows: 


December 31, 2008 2007 

In thousands of dollars 

Raw Materials a0 <2644060.66.5.6-0-08b6udaceuderdd tacked dewee ented band $ 215,309 $199,460 
GOOdS AN: PIOCESS' 25.53. esses aus danse hacee Pad aeeny er ecGoergy ds abae tai e bo dee 95,986 80,282 
Finished! 0008) .¢.s:44::3..2c0ad ds oo ese Ov eG AR we Oy bee eee 419,016 407,058 
MNVEntOnieS at PIB O ies we itisate x wedi beecgngcd tie tafe eke fue ahee waged wad Rade Seed 730,311 686,800 
Adjustment to LIFO ... 0... 0... cette eae (137,781) (86,615) 
Total inVentOness. x5c-3.0:0-4 drsne dena Be db od Remeber a RW EUR Sab we Be $ 592,530 $600,185 


Property, Plant and Equipment 


The property, plant and equipment balance included construction in progress of $131.4 million as of 
December 31, 2008 and $142.6 million as of December 31, 2007. Major classes of property, plant and equipment 
were as follows: 


December 31, 2008 2007 

In thousands of dollars 

Lat: ¢ pesincticgorghdeyh einen desk Goeeate oe Bb SOS Saab eS $ 70,226 $ 86,596 

Buildings oz 3.2, g4.23acduaie ah ete sees 1 whee eet ae adad 805,736 788,267 

Machinery and equipment ............. 0.0.0... eee eee eee 2,561,458 2,731,580 

Property, plant and equipment, gross ........... 0.0.0.0. ee eee eee 3,437,420 3,606,443 

Accumulated depreciation ........ 0... cece eee eee eens (1,978,471) (2,066,728) 
Property, plant and equipment, net ................. 00.0000 00008. $ 1,458,949 = $ 1,539,715 
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During 2008, we recorded accelerated depreciation of property, plant and equipment of $60.6 million 
associated with our 2007 business realignment initiatives. As of December 31, 2008, certain real estate with a 


carrying value or fair value less cost to sell, if lower, of $15.8 million was being held for sale. These assets were 
associated with the closure of facilities as part of the 2007 business realignment initiatives. 


Goodwill and Other Intangible Assets 


Goodwill and intangible assets were as follows: 


December 31, 2008 2007 
In thousands of dollars 


Unamortized intangible assets: 


Goodwill balance at beginning of year .. 1.2.0.0... 0. eee eee ee eee $584,713 $501,955 
Goodwill acquired during year and other adjustments ............... 4,442 79,932 
Effect of foreign currency translation ....................0.00000. (34,478) 15,086 
Impairment: Chargere.3 i056 occ ieeiteoieboepda edad ene hb eiece tat —_ (12,260) 
Goodwill balance at end of year... 0... eee eee $554,677 $584,713 
Trademarks? e2.5.0.6.5oschdaen 6b ooo Sawa bdo ad hora hd date Pod arhbtarene $127,204 $127,204 
Impairment:chatges..s:4 jasc ac acig a eaie gee ae eae Mew doare es awe 8 (45,739) — 
Amortized intangible assets, gross: 
Customer-related 2.0... eee tenes 30,116 30,116 
Intangible asset associated with cooperative agreement with 
RAUCUCCO sss. ots eis cataist Ae is saci cade desta dhcieaacticiegecettvia Be ded UOT ead Besdese ees ae 13,683 — 
Patents: «.c500 ses oie aa tae teed ewe Bae bee CE Oe wae ees 8,317 8,317 
Effect of foreign currency translation ................ 00.0000 0- (7,958) 1,613 
Total other intangible assets, gross .... 0... eee eee eee 125,623 167,250 
Accumulated amortization 2... 2... 0... 0c ccc teen eens (14,851) (11,388) 
Other intangibles: .:..i icc aaiacieu thos one ee Vas Seek $110,772 $155,862 


The decrease in goodwill was primarily associated with the impact of foreign currency translation 
adjustments, partially offset by certain adjustments made to reflect the final fair value of assets acquired through 
business acquisitions in 2007. The 2007 impairment charge of $12.3 million resulted from our annual goodwill 
impairment evaluation for our business in Brazil. Despite a relatively high investment level, our Brazilian 
business had not gained profitable scale or adequate market distribution. This resulted in reduced expectations for 
future cash flows and a lower estimated fair value for this reporting unit. 


In January 2008, Hershey do Brasil entered into a cooperative agreement with Bauducco. In the first quarter 
of 2008, we received approximately $2.0 million in cash and recorded an other intangible asset of $13.7 million 
associated with the cooperation agreement with Bauducco in exchange for our conveying to Bauducco a 49% 
interest in Hershey do Brasil. 


The Company performs annual impairment tests of other intangible assets with indefinite lives in the fourth 
quarter of each year or when circumstances arise that indicate a possible impairment might exist. Due to reduced 
expectations for future sales and cash flows compared with the valuations at the acquisition dates, we determined 
that the carrying amounts of certain trademarks, primarily the Mauna Loa brand, exceeded their estimated fair 
value and recorded total non-cash impairment charges of $45.7 million in December 2008. Based on our annual 
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impairment evaluations, we determined that no goodwill or any intangible assets other than those trademarks 
were impaired as of December 31, 2008. 


The useful lives of trademarks were determined to be indefinite and, therefore, we are not amortizing these 
assets. We amortize customer-related intangible assets over their estimated useful lives of approximately ten 
years. We amortize patents over their remaining legal lives of approximately twelve years. Total amortization 
expense for other intangible assets was $4.1 million in 2008, $3.0 million in 2007 and $3.4 million in 2006. 


The estimated amortization expense over the next five years is as follows: 


2009 2010 2011 2012 2013 


In millions of dollars 


Estimated amortization expense ................. $4.2 $3.9 $3.9 $3.9 $3.9 


Accrued Liabilities 


Accrued liabilities were as follows: 


December 31, 2008 2007 

In thousands of dollars 

Payroll, compensation and benefits .................2.0.0005 $198,710 $187,605 
Advertising and promotion .......... 0.0.0.0. 2 cece eee eee 182,227 196,598 
OUER fh. bi8 3 a enw epee ee ita ee Ge ee oe 123,128 154,783 
Total accrued liabilities ... 2... 20.0.0... cece eee $504,065 $538,986 


Other Long-term Liabilities 


Other long-term liabilities were as follows: 


December 31, 2008 2007 

In thousands of dollars 

Accrued post-retirement benefits ......... 0.0.00. ee eee ee ee $285,001 $330,708 
(Di Cs aurea eae es aR SND Sea SP Oa Se AO oe TIE SS ae OE 219,962 213,308 
Total other long-term liabilities ...................0 0.200005. $504,963 $544,016 


18. SEGMENT INFORMATION 


We operate as a single reportable segment in manufacturing, marketing, selling and distributing various 
package types of chocolate candy, sugar confectionery, refreshment, and food and beverage enhancers under 
more than 80 brand names. Our five operating segments comprise geographic regions including the United 
States, Canada, Mexico, Brazil and other international locations, such as India, the Philippines, Korea, Japan, and 
China. We market confectionery products in approximately 50 countries worldwide. 


For segment reporting purposes, we aggregate our operations in the Americas, which comprise the United 
States, Canada, Mexico and Brazil in accordance with the criteria of Statement of Financial Accounting 
Standards No. 131, Disclosures about Segments of an Enterprise and Related Information. We base this 
aggregation on similar economic characteristics, and similar products and services, production processes, types 
or classes of customers, distribution methods, and the similar nature of the regulatory environment in each 
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location. We aggregate our other international operations with the Americas to form one reportable segment. 
When combined, our other international operations share most of the aggregation criteria and represent less than 


10% of consolidated revenues, operating profits and assets. 


The percentage of total consolidated net sales for businesses outside of the United States was 14.4% for 
2008, 13.8% for 2007 and 10.9% for 2006. The percentage of total consolidated assets outside of the United 
States as of December 31, 2008 was 16.0%, and 16.2% as of December 31, 2007. 


Sales to McLane Company, Inc., one of the largest wholesale distributors in the United States to 


convenience stores, drug stores, wholesale clubs and mass merchandisers, exceeded 10% of total net sales in each 
of the last three years, totaling $1.3 billion in 2008, $1.3 billion in 2007 and $1.2 billion in 2006. McLane 
Company, Inc. is the primary distributor of our products to Wal-Mart Stores, Inc. 


19. QUARTERLY DATA (Unaudited) 


Summary quarterly results were as follows: 


Year 2008 First 


In thousands of dollars except per share amounts 


Net sales 2.0... ccc ccc teen teen eens $1,160,342 
GfOSS Proll a4 s62ceee dhe wea peewee doee eee 376,452 
INGE INCOME 5 dels: dag, wi de Soc thvtacd ann Mons Hehe arate Sian arden Reteaaes 63,245 
Per share—Basic—Class B Common Stock .......... .26 
Per share—Diluted—Class B Common Stock ........ 26 
Per share—Basic—Common Stock ................ 29 
Per share—Diluted—Common Stock ............... .28 
Year 2007 First 
In thousands of dollars except per share amounts 
Net:Sales: 2:..5 64.00 64.222 ckdec eed a Sates Me enieae.ede $1,153,109 
GIOSS PIO: ...3tc:scscecaacasaasahees Gabo ecdia Peeee aces panne 1 sd 414,031 
INGEINCOME® 4:54.48 eg Gh ded oh bard itd ed Si bee ad 93,473 
Per share—Basic—Class B Common Stock ...... 37 
Per share—Diluted—Class B Common Stock ...... 37 
Per share—Basic—Common Stock .............. 42 
Per share—Diluted—Common Stock ........... 40 


Second 


Third 


$1,105,437 $1,489,609 


382,511 
41,467 
17 

Aq 

19 

18 


Second 


$1,051,916 
329,438 
3,554 

OL 

02 

02 

OL 


501,229 
124,538 
51 
51 
56 
54 


Third 


$1,399,469 
470,623 
62,784 

.26 

.26 

28 

27 


Fourth 


$1,377,380 
497,526 
82,155 

33 

33 

37 

36 


Fourth 


$1,342,222 
417,477 
54,343 

22 

22 

24 

24 


(a) Quarterly income per share amounts do not total to the annual amounts due to changes in weighted-average 


shares outstanding during the year. 
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Item 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND 
FINANCIAL DISCLOSURE 


None. 


Item 9A. CONTROLS AND PROCEDURES 


As required by Rule 13a-15 under the Securities Exchange Act of 1934 (the “Exchange Act’), the Company 
conducted an evaluation of the effectiveness of the design and operation of the Company’s disclosure controls 
and procedures as of December 31, 2008. This evaluation was carried out under the supervision and with the 
participation of the Company’s management, including the Company’s Chief Executive Officer and Chief 
Financial Officer. Based upon that evaluation, the Chief Executive Officer and Chief Financial Officer concluded 
that the Company’s disclosure controls and procedures are effective. There has been no change during the most 
recent fiscal quarter in the Company’s internal control over financial reporting identified in connection with the 
evaluation that has materially affected, or is likely to materially affect, the Company’s internal control over 
financial reporting. 


Disclosure controls and procedures are controls and other procedures that are designed to ensure that 
information required to be disclosed in the Company’s reports filed or submitted under the Exchange Act is 
recorded, processed, summarized and reported within the time periods specified in the Securities and Exchange 
Commission’s rules and forms. Disclosure controls and procedures include, without limitation, controls and 
procedures designed to ensure that information required to be disclosed in the Company’s reports filed under the 
Exchange Act is accumulated and communicated to management, including the Company’s Chief Executive 
Officer and Chief Financial Officer, as appropriate, to allow timely decisions regarding required disclosure. 


The Company’s Common Stock is listed on the New York Stock Exchange (“NYSE”) under the ticker 
symbol “HSY.” On June 23, 2008, the Company’s Chief Executive Officer, David J. West, certified to the NYSE 
pursuant to Rule 303A.12(a) that, as of the date of that certification, he was not aware of any violation by the 
Company of the NYSE’s Corporate Governance listing standards. 
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MANAGEMENT REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING 


The management of The Hershey Company is responsible for establishing and maintaining adequate internal 
control over financial reporting, as such term is defined in Exchange Act Rule 13a-15(f). The Company’s internal 
control system was designed to provide reasonable assurance to the Company’s management and Board of 
Directors regarding the preparation and fair presentation of published financial statements. 


All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those 
systems determined to be effective can provide only reasonable assurance with respect to financial statement 
preparation and presentation. 


The Company’s management, including the Company’s Chief Executive Officer and Chief Financial 
Officer, assessed the effectiveness of the Company’s internal control over financial reporting as of December 31, 
2008. In making this assessment, the Company’s management used the criteria set forth by the Committee of 
Sponsoring Organizations of the Treadway Commission (COSO) in Internal Control—Integrated Framework. 
Based on this assessment, management believes that, as of December 31, 2008, the Company’s internal control 
over financial reporting was effective based on those criteria. 


Dafa oll Ofer 


David J. West Humberto P. Alfonso 
Chief Executive Officer Chief Financial Officer 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 


The Board of Directors and Stockholders 
The Hershey Company: 


We have audited The Hershey Company and subsidiaries (the “Company”) internal control over financial 
reporting as of December 31, 2008, based on criteria established in Internal Control - Integrated Framework 
issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The Company’s 
management is responsible for maintaining effective internal control over financial reporting and for its 
assessment of the effectiveness of internal control over financial reporting, included in the accompanying 
management report on internal control over financial reporting. Our responsibility is to express an opinion on the 
Company’s internal control over financial reporting based on our audit. 


We conducted our audit in accordance with the standards of the Public Company Accounting Oversight 
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance 
about whether effective internal control over financial reporting was maintained in all material respects. Our 
audit included obtaining an understanding of internal control over financial reporting, assessing the risk that a 
material weakness exists, and testing and evaluating the design and operating effectiveness of internal control 
based on the assessed risk. Our audit also included performing such other procedures as we considered necessary 
in the circumstances. We believe that our audit provides a reasonable basis for our opinion. 


A company’s internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. A company’s internal control over financial reporting 
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 
with generally accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (3) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the 
company’s assets that could have a material effect on the financial statements. 


Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 


In our opinion, the Company maintained, in all material respects, effective internal control over financial 
reporting as of December 31, 2008, based on criteria established in Internal Control - Integrated Framework 
issued by the Committee of Sponsoring Organizations of the Treadway Commission. 


We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board 
(United States), the consolidated balance sheets of The Hershey Company as of December 31, 2008 and 2007, 
and the related consolidated statements of income, cash flows and stockholders’ equity for each of the years in 
the three-year period ended December 31, 2008, and our report dated February 19, 2009 expressed an unqualified 
opinion on those consolidated financial statements. 


KPa LEP 


New York, New York 
February 19, 2009 
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Item 9B. OTHER INFORMATION 


None. 
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PART III 


Item 10. DIRECTORS, EXECUTIVE OFFICERS AND CORPORATE GOVERNANCE 


The names, ages, positions held with our Company, periods of service as a director, principal occupations, 
business experience and other directorships of nominees for director of our Company are set forth in the Proxy 
Statement in the section entitled “Proposal No. 1—Election of Directors,” following the question “Who are the 
nominees?,” which information is incorporated herein by reference. 


Our Executive Officers as of February 11, 2009 


Name 


David J. West 


Humberto P. Alfonso“) ... 


John P. Bilbrey 


Charlene H. Binder °) 
Michele G. Buck ®) 


George F. Davis 


Javier H. Idrovo “ 
Thaddeus Jastrzebski ©) .... 


Terence L. O’Day © 
Burton H. Snyder 
C. Daniel Azzara 


David W. Tacka 


Age 


.o1 


Positions Held During the Last Five Years 


President and Chief Executive Officer (December 2007); President (October 
2007); Executive Vice President, Chief Operating Officer (and Chief 
Financial Officer until July 2007, when his successor to that position was 
elected) (January 2007); Senior Vice President, Chief Financial Officer 
(January 2005); Senior Vice President, Chief Customer Officer (June 2004); 
Senior Vice President, Sales (December 2002) 

Senior Vice President, Chief Financial Officer (July 2007); Vice President, 
Finance and Planning, North American Commercial Group (October 2006); 
Vice President, Finance and Planning, U.S. Commercial Group (July 2006) 
Senior Vice President, President Hershey North America (December 2007); 
Senior Vice President, President International Commercial Group (November 
2005); Senior Vice President, President Hershey International (November 
2003) 

Senior Vice President, Chief People Officer (March 2008) 

Senior Vice President, Global Chief Marketing Officer (December 2007); 
Senior Vice President, Chief Marketing Officer, U.S. Commercial Group 
(November 2005); Senior Vice President, President U.S. Snacks (April 2005) 
Senior Vice President, Chief Information Officer (June 2008); Vice President, 
Chief Information Officer (December 2000) 

Senior Vice President, Strategy and Business Development (December 2008) 
Senior Vice President, President Hershey International (December 2007); 
Vice President, International Finance and Planning (September 2004) 

Senior Vice President, Global Operations (December 2008) 

Senior Vice President, General Counsel and Secretary (November 2003) 
Vice President, Global Research and Development (April 2007); Vice 
President, Global Innovation and Quality (October 2005); Vice President, 
Global Research and Development (June 2004) 

Vice President, Chief Accounting Officer (February 2004) 


There are no family relationships among any of the above-named officers of our Company. 


(1) Mr. Alfonso was elected Vice President, Finance and Planning, U.S. Commercial Group effective July 17, 
2006. Prior to joining our Company he was Executive Vice President Finance, Chief Financial Officer, 
Americas Beverages, Cadbury Schweppes (March 2005); Vice President Finance, Global Supply Chain, 
Cadbury Schweppes (May 2003). 


(2) 


Ms. Binder was elected Senior Vice President, Chief People Officer effective April 21, 2008. Prior to 


joining our Company, Ms. Binder was Vice President, Human Resources for North America, The Dannon 
Company (January 2006); Senior Vice President, Global Human Resources, Unilever Cosmetics 


International (January 2001). 
Ms. Buck was elected Senior Vice President, President U.S. Snacks effective April 19, 2005. Prior to 


(3) 


joining our Company, Ms. Buck was Senior Vice President and General Manager, Kraft Confections 


(October 2001). 
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(4) 


(5) 


(6) 


Mr. Idrovo was elected Senior Vice President, Strategy and Business Development effective December 2, 
2008. Prior to joining our Company he was President, Dole Packaged Foods, LLC (January 2006); Vice 
President and Chief Financial Officer, Dole Packaged Foods (April 2005); Senior Vice President, Strategy, 
Dole Food Company, Inc. (September 2004); Vice President, Strategy, Dole Food Company, Inc. (April 
2001). 

Mr. Jastrzebski was elected Vice President, International Finance and Planning effective September 29, 
2004. Prior to joining our Company he was Senior Vice President, Finance, IT and Administration, and 
Chief Financial Officer for CARE, U.S.A. (July 2002). 

Mr. O’ Day was elected Senior Vice President, Global Operations effective December 2, 2008. Prior to 
joining our Company he was Executive Vice President and Chief Operating Officer of Mannatech, Inc. 
(June 2006); Executive Vice President Operations, Refrigerated Foods, Conagra Refrigerated Foods 
Companies (January 2001). 


Our Executive Officers are generally elected each year at the organization meeting of the Board in April. 


Information regarding the identification of the Audit Committee as a separately-designated standing 


committee of the Board and information regarding the status of one or more members of the Audit Committee 
being an “audit committee financial expert” is set forth in the Proxy Statement in the section entitled 
“Governance of the Company,” following the question “What are the committees of the Board and what are their 
functions?,” which information is incorporated herein by reference. 


Reporting of any inadvertent late filings under Section 16(a) of the Securities Exchange Act of 1934, as 


amended, is set forth in the section of the Proxy Statement entitled “Section 16(a) Beneficial Ownership 
Reporting Compliance.” This information is incorporated herein by reference. 


Information regarding our Code of Ethical Business Conduct applicable to our directors, officers and 


employees is set forth in Part I of this Annual Report on Form 10-K, under the heading “Available Information.” 


Item 11. EXECUTIVE COMPENSATION 


Information regarding compensation of each of the named executive officers, including our Chief Executive 


Officer, and the Compensation Committee Report are set forth in the section of the Proxy Statement entitled 
“Executive Compensation,” which information is incorporated herein by reference. Information regarding 
compensation of our directors is set forth in the section of the Proxy Statement entitled “Director Compensation,” 
which information is incorporated herein by reference. 


Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND 
RELATED STOCKHOLDER MATTERS 


(a) Information concerning ownership of our voting securities by certain beneficial owners, individual 


nominees for director, the named executive officers, including persons serving as our Chief Executive Officer 
and executive officers as a group, is set forth in the section entitled “Ownership of the Company’s Securities” in 
the Proxy Statement, which information is incorporated herein by reference. 
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(b) The following table provides information about all of the Company’s equity compensation plans as of 
December 31, 2008: 


Equity Compensation Plan Information 


(c) 
Number of securities 


(b) remaining available for future 
(a) Weighted-average issuance under equity 
Number of securities to be issued exercise price of compensation plans 
upon exercise of outstanding outstanding options, (excluding securities reflected 
Plan Category options, warrants and rights warrants and rights in column (a)) 


Equity compensation plans 

approved by security 

holders) 3 j4c46 Gieess daetinns 15,779,743 $41.83 12,878,813 
Equity compensation plans not 

approved by security 

Holders. @) 3.2523 sp eeeee eee ays 891,900 $46.44 1,201,884 


Total, wteseous nesses anette 16,671,643 $42.08 14,080,697 


(1) Column (a) includes stock options granted under the stockholder-approved EICP. The securities available 
for future issuances in column (c) are not allocated to any specific type of award under the EICP, but are 
available generally for future awards of stock options, performance stock units, performance stock, 
restricted stock units, restricted stock and other stock-based awards. 

(2) Column (a) includes 891,900 stock options outstanding that were granted under the Broad Based Stock 
Option Plan. In July 2004, the Company announced a worldwide stock option grant under the Broad Based 
Stock Option Plan, which provided over 13,000 eligible employees with a grant of 100 non-qualified stock 
options each. The stock options were granted at a price of $46.44 per share which equates to 100% of the 
fair market value of our Common Stock on the date of grant (determined as the closing price on the New 
York Stock Exchange on the trading day immediately preceding the date the stock options were granted), 
have a term of ten years and will vest on July 19, 2009. Column (c) includes 1,078,100 stock options under 
the Broad Based Stock Option Plan remaining available for future issuances as of December 31, 2008. 


Column (c) also includes 123,784 shares remaining available for future issuances under the Directors’ 
Compensation Plan as of December 31, 2008. 


Item 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS, AND DIRECTOR 
INDEPENDENCE 


Information regarding transactions with related persons is set forth in the section of the Proxy Statement 
entitled “Certain Transactions and Relationships” and information regarding director independence is set forth in 
the section of the Proxy Statement entitled “Governance of the Company” following the question, “Which 
directors are independent, and how does the Board make that determination?,” which information is incorporated 
herein by reference. 


Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES 


Information regarding “Principal Accountant Fees and Services,” including the policy regarding 
pre-approval of audit and non-audit services performed by our Company’s independent auditors, is set forth in 
the section entitled “Information About our Independent Auditors” in the Proxy Statement, which information is 
incorporated herein by reference. 
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PART IV 


Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 
Item 15(a)(1): Financial Statements 


The audited consolidated financial statements of the Company and its subsidiaries and the Report of the 
Independent Registered Public Accounting Firm thereon, as required to be filed with this report, are set forth 
under Item 8 of this report. 


Item 15(a)(2): Financial Statement Schedule 
The following consolidated financial statement schedule of the Company and its subsidiaries for the years 
ended December 31, 2008, 2007 and 2006 is filed herewith on the indicated page in response to Item 15(c): 
Schedule [I]—Valuation and Qualifying Accounts (Page 113) 


Other schedules have been omitted as not applicable or required, or because information required is shown 
in the consolidated financial statements or notes thereto. 


Financial statements of the parent company only are omitted because the Company is primarily an operating 
company and there are no significant restricted net assets of consolidated and unconsolidated subsidiaries. 


Item 15(a)(3): Exhibits 


The following items are attached or incorporated by reference in response to Item 15(c): 


Articles of Incorporation and By-laws 


3.1 The Company’s Restated Certificate of Incorporation, as amended, is incorporated by reference from 
Exhibit 3 to the Company’s Quarterly Report on Form 10-Q for the quarter ended April 3, 2005. The 
By-laws, as amended and restated as of December 4, 2007, are incorporated by reference from Exhibit 
3.1 to the Company’s Current Report on Form 8-K, filed December 7, 2007. 


Instruments defining the Rights of security holders, including indentures 


4.1 Stockholder Protection Rights Agreement between the Company and Mellon Investor Services LLC, as 
Rights Agent, dated December 14, 2000, is incorporated by reference from Exhibit 4.1 to the Company’s 
Annual Report on Form 10-K for the fiscal year ended December 31, 2000. 


4.2 The Company has issued certain long-term debt instruments, no one class of which creates indebtedness 
exceeding 10% of the total assets of the Company and its subsidiaries on a consolidated basis. These 
classes consist of the following: 


1) 5.300% Notes due 2011 

2) 6.95% Notes due 2012 

3) 5.00% Notes due 2013 

4) 4.850% Notes due 2015 

5) 5.450% Notes due 2016 

6) 8.8% Debentures due 2021 
7) 7.2% Debentures due 2027 
8) Other Obligations 
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The Company will furnish copies of the above debt instruments to the Commission upon request. 


Material contracts 


10.1 


10.2 


10.3 


10.4 


10.5 


10.6 


10.7 


10.8 


Kit Kat and Rolo License Agreement (the “License Agreement”) between the Company and Rowntree 
Mackintosh Confectionery Limited is incorporated by reference from Exhibit 10(a) to the Company’s 
Annual Report on Form 10-K for the fiscal year ended December 31, 1980. The License Agreement 
was amended in 1988 and the Amendment Agreement is incorporated by reference from Exhibit 19 to 
the Company’s Quarterly Report on Form 10-Q for the quarter ended July 3, 1988. The License 
Agreement was assigned by Rowntree Mackintosh Confectionery Limited to Societe des Produits 
Nestle SA as of January 1, 1990. The Assignment Agreement is incorporated by reference from 
Exhibit 19 to the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 
1990. 


Peter Paul/York Domestic Trademark & Technology License Agreement between the Company and 
Cadbury Schweppes Inc. (now Cadbury Ireland Limited) dated August 25, 1988, is incorporated by 
reference from Exhibit 2(a) to the Company’s Current Report on Form 8-K dated September 8, 1988. 
This agreement was assigned by the Company to its wholly-owned subsidiary, Hershey Chocolate & 
Confectionery Corporation. 


Cadbury Trademark & Technology License Agreement between the Company and Cadbury Limited 
(now Cadbury Ireland Limited) dated August 25, 1988, is incorporated by reference from Exhibit 2(a) 
to the Company’s Current Report on Form 8-K dated September 8, 1988. This agreement was assigned 
by the Company to its wholly-owned subsidiary, Hershey Chocolate & Confectionery Corporation. 


Trademark and Technology License Agreement between Huhtamaki and the Company dated 
December 30, 1996, is incorporated by reference from Exhibit 10 to the Company’s Current Report on 
Form 8-K dated February 26, 1997. This agreement was assigned by the Company to its wholly-owned 
subsidiary, Hershey Chocolate & Confectionery Corporation. The agreement was amended and 
restated in 1999 and the Amended and Restated Trademark and Technology License Agreement is 
incorporated by reference from Exhibit 10.2 to the Company’s Annual Report on Form 10-K for the 
fiscal year ended December 31, 1999. 


Five Year Credit Agreement dated as of December 8, 2006 among the Company and the banks, 
financial institutions and other institutional lenders listed on the respective signature pages thereof 
(“Lenders”), Citibank, N.A., as administrative agent for the Lenders (as defined therein), Bank of 
America, N.A., as syndication agent, UBS Loan Finance LLC, as documentation agent, and Citigroup 
Global Markets, Inc. and Banc of America Securities LLC, as joint lead arrangers and joint book 
managers is incorporated by reference from Exhibit 10.1 to the Company’s Current Report on Form 
8-K, filed December 11, 2006. 


Master Innovation and Supply Agreement between the Company and Barry Callebaut, AG, dated 
July 13, 2007, is incorporated by reference from Exhibit 10.1 to the Company’s Current Report on 
Form 8-K, filed July 19, 2007. 


Supply Agreement for Monterrey, Mexico, between the Company and Barry Callebaut, AG, dated 
July 13, 2007, is incorporated by reference from Exhibit 10.2 to the Company’s Current Report on 
Form 8-K, filed July 19, 2007. 


The Company’s Short-Term Credit Agreement dated August 24, 2007, is incorporated by reference 
from Exhibit 10.1 to the Company’s Current Report on Form 8-K, filed August 30, 2007. 


Executive Compensation Plans and Management Contracts 


10.9 


10.10 


The Long-Term Incentive Program Participation Agreement is incorporated by reference from Exhibit 
10.2 to the Company’s Current Report on Form 8-K filed February 18, 2005. 


The Company’s Equity and Incentive Compensation Plan, as approved by our stockholders on 
April 17, 2007, is incorporated by reference from Exhibit 10.1 to the Company’s Current Report on 
Form 8-K filed April 20, 2007. 
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10.11 


10.12 


10.13 


10.14 


10.15 


10.16 


10.17 


10.18 


10.19 


10.20 


10.21 


10.22 


10.23 


10.24 


10.25 


10.26 


10.27 


10.28 


Terms and Conditions of Nonqualified Stock Option Awards under the Equity and Incentive 
Compensation Plan is incorporated by reference from Exhibit 10.3 to the Company’s Quarterly Report 
on Form 10-Q for the quarter ended July 1, 2007. 


Terms and Conditions of Nonqualified Stock Option Awards under the Equity and Incentive 
Compensation Plan is incorporated by reference from Exhibit 10.1 to the Company’s Annual Report 
on Form 10-K for the fiscal year ended December 31, 2007. 


The Retirement Agreement and General Release between the Company and Marcella K. Arline dated 
October 1, 2007, is incorporated by reference from Exhibit 10.1 to the Company’s Current Report on 
Form 8-K filed November 16, 2007. 


The Confidential Agreement and General Release between the Company and Thomas K. Hernquist is 
incorporated by reference from Exhibit 10.3 to the Company’s Annual Report on Form 10-K for the 
fiscal year ended December 31, 2007. 


A summary of certain compensation matters previously contained in the Company’s Current Report on 
Form 8-K filed February 19, 2009, is attached hereto and filed as Exhibit 10.1. 


The Company’s Executive Benefits Protection Plan (Group 3A), Amended and Restated as of 
January 1, 2009, is attached hereto and filed as Exhibit 10.2. 


The Company’s Deferred Compensation Plan, Amended and Restated as of October 1, 2007, is 
incorporated by reference from Exhibit 10.5 to the Company’s Annual Report on Form 10-K for the 
fiscal year ended December 31, 2007. 


First Amendment to The Hershey Company Deferred Compensation Plan (Amended and Restated as 
of October 1, 2007) is incorporated by reference from Exhibit 10.1 to the Company’s Quarterly Report 
on Form 10-Q for the quarter ended June 29, 2008. 


Second Amendment to The Hershey Company Deferred Compensation Plan (Amended and Restated 
as of October 1, 2007) is attached hereto and filed as Exhibit 10.3. 


Executive Confidentiality and Restrictive Covenant Agreement is incorporated by reference from 
Exhibit 10.4 to the Company’s Quarterly Report on Form 10-Q for the quarter ended March 30, 2008. 


Executive Confidentiality and Restrictive Covenant Agreement adopted as of February 16, 2009, is 
attached hereto and filed as Exhibit 10.4. 


The Company’s Supplemental Executive Retirement Plan, Amended and Restated as of October 2, 
2007, is incorporated by reference from Exhibit 10.6 to the Company’s Annual Report on Form 10-K 
for the fiscal year ended December 31, 2007. 


First Amendment to The Hershey Company Supplemental Executive Retirement Plan, effective as of 
January 1, 2009, is attached hereto and filed as Exhibit 10.5. 


The Company’s Compensation Limit Replacement Plan, Amended and Restated as of January 1, 2009, 
is attached hereto and filed as Exhibit 10.6. 


The Amended and Restated Executive Employment Agreement between the Company and 
David J. West, dated as of October 2, 2007, is incorporated by reference from Exhibit 10.9 to the 
Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 2007. 


First Amendment to Amended and Restated Executive Employment Agreement between the Company 
and David J. West, effective as of February 13, 2008, is incorporated by reference from Exhibit 10.2 to 
the Company’s Quarterly Report on Form 10-Q for the quarter ended March 30, 2008. 


Second Amendment to Amended and Restated Executive Employment Agreement between the 
Company and David J. West, effective as of December 29, 2008, is attached hereto and filed as 
Exhibit 10.7. 


Letter confirming changes to compensation of Burton H. Snyder, dated June 16, 2008, is incorporated 
by reference from Exhibit 10.2 to the Company’s Quarterly Report on Form 10-Q for the quarter 
ended June 29, 2008. 
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10.29 The Company’s Directors’ Compensation Plan, Amended and Restated as of December 2, 2008, is 
attached hereto and filed as Exhibit 10.8. 


Broad Based Equity Compensation Plans 


10.30 The Company’s Broad Based Stock Option Plan, as amended, is incorporated by reference from 
Exhibit 10.4 to the Company’s Annual Report on Form 10-K for the fiscal year ended December 31, 


2002. 
Other Exhibits 
12.1 Computation of ratio of earnings to fixed charges statement 


A computation of ratio of earnings to fixed charges for the fiscal years ended December 31, 2008, 
2007, 2006, 2005 and 2004 is attached hereto and filed as Exhibit 12.1. 


211 Subsidiaries of the Registrant 
A list setting forth subsidiaries of the Company is attached hereto and filed as Exhibit 21.1. 
23.1 Independent Auditors’ Consent 


The consent dated February 20, 2009 to the incorporation of reports of the Company’s Independent 
Auditors is attached hereto and filed as Exhibit 23.1. 


31.1 Certification of David J. West, Chief Executive Officer, pursuant to Section 302 of the Sarbanes- 
Oxley Act of 2002, is attached hereto and filed as Exhibit 31.1. 


31.2 Certification of Humberto P. Alfonso, Chief Financial Officer, pursuant to Section 302 of the 
Sarbanes-Oxley Act of 2002, is attached hereto and filed as Exhibit 31.2. 


32.1 * Certification of David J. West, Chief Executive Officer, and Humberto P. Alfonso, Chief Financial 
Officer, pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 is attached hereto and furnished as 
Exhibit 32.1. 


* Pursuant to Securities and Exchange Commission Release No. 33-8212, this certification will be treated as 
“accompanying” this Annual Report on Form 10-K and not “filed” as part of such report for purposes of 
Section 18 of the Exchange Act, or otherwise subject to the liability of Section 18 of the Exchange Act, and 
this certification will not be deemed to be incorporated by reference into any filing under the Securities Act of 
1933, as amended, or the Exchange Act, except to the extent that the Company specifically incorporates it by 
reference. 


110 


SIGNATURES 


Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Company 
has duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized, this 
20th day of February, 2009. 


THE HERSHEY COMPANY 
(Registrant) 


By: /s/_ HUMBERTO P. ALFONSO 


Humberto P. Alfonso 
Senior Vice President, Chief Financial Officer 


Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by 
the following persons on behalf of the Company and in the capacities and on the date indicated. 


Signature Title Date 


/s/_ Davip J. WEST Chief Executive Officer and Director February 20, 2009 
(David J. West) 


/s/_ HUMBERTO P. ALFONSO Chief Financial Officer February 20, 2009 
(Humberto P. Alfonso) 


/s/_ Davip W. TACKA Chief Accounting Officer February 20, 2009 
(David W. Tacka) 


/sS/_ ROBERT F. CAVANAUGH Director February 20, 2009 
(Robert F. Cavanaugh) 


/s/_ CHARLES A. DAVIS Director February 20, 2009 
(Charles A. Davis) 


/s/_ ARNOLD G. LANGBO Director February 20, 2009 
(Arnold G. Langbo) 


/s/ JAMES E. NEVELS Director February 20, 2009 
(James E. Nevels) 


/s/ THOMAS J. RIDGE Director February 20, 2009 
(Thomas J. Ridge) 


/s/_ DAvipd L. SHEDLARZ Director February 20, 2009 
(David L. Shedlarz) 


/s/_ CHARLES B. STRAUSS Director February 20, 2009 
(Charles B. Strauss) 


/s/_ LeRoy S. ZIMMERMAN Director February 20, 2009 


(LeRoy S. Zimmerman) 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 


The Board of Directors and Stockholders 
The Hershey Company: 


Under date of February 19, 2009, we reported on the consolidated balance sheets of The Hershey Company 
and subsidiaries as of December 31, 2008 and 2007, and the related consolidated statements of income, cash 
flows and stockholders’ equity for each of the years in the three-year period ended December 31, 2008, which are 
included in The Hershey Company’s Annual Report on Form 10-K. In connection with our audits of the 
aforementioned consolidated financial statements, we also audited the related financial statement schedule. This 
financial statement schedule is the responsibility of the Company’s management. Our responsibility is to express 
an opinion on this financial statement schedule based on our audits. 


In our opinion, such financial statement schedule, when considered in relation to the basic consolidated 
financial statements taken as a whole, presents fairly, in all material respects, the information set forth therein. 


As discussed in Note | to the consolidated financial statements, the Company adopted Statement of 
Financial Accounting Standards No. 158, Employers’ Accounting for Defined Benefit Pensions and Other 
Postretirement Plans, at December 31, 2006. 


/s/ KPMG LLP 


New York, New York 
February 19, 2009 
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Schedule II 


THE HERSHEY COMPANY AND SUBSIDIARIES 


SCHEDULE II—VALUATION AND QUALIFYING ACCOUNTS 
For the Years Ended December 31, 2008, 2007 and 2006 


Description 


In thousands of dollars 


Year Ended December 31, 2008: 


Reserves deducted in the consolidated balance 
sheet from the assets to which they apply 


Accounts Receivable—Trade 


Year Ended December 31, 2007: 


Reserves deducted in the consolidated balance 
sheet from the assets to which they apply 


Accounts Receivable—Trade 


Year Ended December 31, 2006: 


Reserves deducted in the consolidated balance 
sheet from the assets to which they apply 


Accounts Receivable—Trade 


Additions 
Balance at Charged to Charged Deductions Balance 
Beginning Costs and to Other from at End 
of Period Expenses Accounts(a) Reserves of Period 
hiwauieab badge aes $17,807 $3,968 $— $(5,181) $16,594 
od dletposateieadenia $18,665 $2,840 $427 $(4,125) $17,807 
decneuerdeepactie de tas $19,433 $2,669 $— $(3,437) $18,665 


(a) Includes recoveries of amounts previously written off and amounts related to acquired businesses. 
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CERTIFICATION 


I, David J. West, certify that: 


I 
2. 


I have reviewed this Annual Report on Form 10-K of The Hershey Company; 


Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 
state a material fact necessary to make the statements made, in light of the circumstances under which 
such statements were made, not misleading with respect to the period covered by this report; 


Based on my knowledge, the financial statements, and other financial information included in this 
report, fairly present in all material respects the financial condition, results of operations and cash 
flows of the registrant as of, and for, the periods presented in this report; 


The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and 
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for 
the registrant and have: 


(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating to 
the registrant, including its consolidated subsidiaries, is made known to us by others within those 
entities, particularly during the period in which this report is being prepared; 


(b) Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles; 


(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of 
the end of the period covered by this report based on such evaluation; and 


(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in 
the case of an annual report) that has materially affected, or is reasonably likely to materially 
affect, the registrant’s internal control over financial reporting; and 


The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 
internal control over financial reporting, to the registrant’s auditors and the audit committee of the 
registrant’s board of directors (or persons performing the equivalent functions): 


(a) All significant deficiencies and material weaknesses in the design or operation of internal control 
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to 
record, process, summarize and report financial information; and 


(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal control over financial reporting. 


Diba 


David J. West 
Chief Executive Officer 
February 20, 2009 
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CERTIFICATION 


I, Humberto P. Alfonso, certify that: 


ie 
2. 


I have reviewed this Annual Report on Form 10-K of The Hershey Company; 


Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to 
state a material fact necessary to make the statements made, in light of the circumstances under which 
such statements were made, not misleading with respect to the period covered by this report; 


Based on my knowledge, the financial statements, and other financial information included in this 
report, fairly present in all material respects the financial condition, results of operations and cash 
flows of the registrant as of, and for, the periods presented in this report; 


The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining 
disclosure controls and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and 
internal control over financial reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f)) for 
the registrant and have: 


(a) Designed such disclosure controls and procedures, or caused such disclosure controls and 
procedures to be designed under our supervision, to ensure that material information relating to 
the registrant, including its consolidated subsidiaries, is made known to us by others within those 
entities, particularly during the period in which this report is being prepared; 


(b) Designed such internal control over financial reporting, or caused such internal control over 
financial reporting to be designed under our supervision, to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for 
external purposes in accordance with generally accepted accounting principles; 


(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in 
this report our conclusions about the effectiveness of the disclosure controls and procedures, as of 
the end of the period covered by this report based on such evaluation; and 


(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that 
occurred during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in 
the case of an annual report) that has materially affected, or is reasonably likely to materially 
affect, the registrant’s internal control over financial reporting; and 


The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of 
internal control over financial reporting, to the registrant’s auditors and the audit committee of the 
registrant’s board of directors (or persons performing the equivalent functions): 


(a) All significant deficiencies and material weaknesses in the design or operation of internal control 
over financial reporting which are reasonably likely to adversely affect the registrant’s ability to 
record, process, summarize and report financial information; and 


(b) Any fraud, whether or not material, that involves management or other employees who have a 
significant role in the registrant’s internal control over financial reporting. 


W-4+-0 


Humberto P. Alfonso 
Chief Financial Officer 
February 20, 2009 
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